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A New Year's Resolve 
WITH the passing of the Christmas 
holiday and the coming of the New 
Year the accountant begins the annual 
grind. Nights, holidays, and all available 
waking hours are directed towards the 
eventful March fifteenth. Previous to the 
fixing of this date by the federal govern-
ment as a time for the filing of tax returns, 
the period from January one to March 
fifteen was one of stress and strain. Since 
the designation of this date the situation 
which develops annually during this period 
is all but unbearable. 
Many corporations which before had 
fiscal years different from the calendar 
year promptly changed, in order to be in 
the mode. The New York legislature, on 
the occasion of introducing the state in-
come tax, brilliantly fixed March fifteen as 
a filing date. It was a great idea to make 
the date for the state return coincide with 
that for the federal one. Thus the tax-
payer would have no difficulty in remem-
bering when his state return was due. 
But apparently the idea made such an im-
pression and the gathering force of the 
absurdity became so strong that the fol-
lowing year the date was changed to 
Apr i l fifteen. 
Would that the force of business senti-
ment might become so strong that the 
federal government would give some con-
sideration to a revision of the filing date. 
The classification of respondents accord-
ing to industries; or more liberal regula-
tions with regard to changing from the 
calendar to the fiscal year would doubtless 
accomplish much in the direction of stag-
gering the load. 
Many industries have more logical clos-
ing dates than December thirty-first. 
Lumber mills, particularly those located 
where the calendar year closing means 
taking the physical inventory in winter, 
and perhaps in a snow storm, should wel-
come a change to summer. Paper houses, 
whose quiet season falls in the summer, 
might, it seems, select September thirty as 
the most logical closing date. Machine tool 
manufacturers, much of whose product, 
like castings, is exposed to the elements, 
would probably find some spring month 
more acceptable for closing than December. 
The benefit which would accrue, first to 
accountants and second to clients, is im-
measurable. The quality of service ren-
dered by accountants would undoubtedly 
be vastly improved. The difficulties which 
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now prevail would be largely dissolved. 
Haste, waste, and anxiety would become 
strangely missing. The battle which rages 
during the first two and a half months of 
the calendar year would give way to a 
stretch of calm, peaceful, sane, efficient 
work, and the whole bulk of practice would 
be more equally distributed over the year, 
which in turn would mean a steadier 
January 
and more consistent staff of accountants. 
Agitation of the natural business year 
for fiscal closings is a fitting resolve for 
the accountant with which to start the new 
year; to let no opportunity pass which will 
enable him to advocate it; to talk it 
whenever and wherever occasion is pre-
sented or may be found. Dripping water 
will wear away a stone. 
Why Surplus Is Not Cash 
THE general manager of a public utility 
some years ago, while claiming credit 
for having originated the standard classi-
fication of accounts for the utility in ques-
tion, admitted in the same breath that he 
had never been able to understand why his 
company should not have in cash the 
amount reflected by the surplus account. 
Surplus as used in accounting relates to 
value; excess, or free value, as it were. To 
assert that surplus may be found only in 
cash would be to claim that nothing but 
cash has value. 
Most business enterprises require cash 
for purposes of convenience, since it is the 
one thing which passes freely among busi-
ness concerns. But the original cash with 
which an organization begins business soon 
loses its identity. Some of it passes out 
in exchange for merchandise; some is dis-
bursed for services and supplies; some, 
perhaps, for construction work, thus hav-
ing been converted into fixed property. 
Many transactions might take place 
without the creation of any surplus. Cash 
may be converted into other forms of 
assets; liabilities may be incurred and 
liquidated; plants built and stocks of 
merchandise laid in, or goods manufac-
tured, without giving rise to a dollar's 
worth of surplus. 
The essence of surplus is profit and the 
essence of profit is sales. Generally speak-
ing, not until goods, services, or privileges 
which have been acquired at one price are 
disposed of at higher prices is there any 
profit. But because all goods are not sold 
for cash, it necessarily follows that a part 
of the profit which has been added to the 
cost of the merchandise purchased must 
be found in the accounts not yet collected 
from customers or what are commonly 
known as accounts receivable. Notes may 
even be accepted in settlement of accounts. 
There is a regular cycle of cash, goods, 
accounts receivable, notes receivable, cash. 
The accounts or notes must be reduced 
to cash in order that the profit may be 
realized, but it must be appreciated that 
prior to this point the profit rests either 
in accounts or notes. 
If it were possible to ear-mark on a 
dollar basis the units of investment in a 
business there would be, first, the original 
cash consisting entirely of dollar units. 
Passing into merchandise purchased for 
sale the units would still contain a hundred 
cents. As the goods were sold at a profit 
the units representing the accounts re-
ceivable would contain, say, a dollar and 
twenty cents. Some of these units remain 
in the accounts receivable; some pass into 
the class of notes; others come back into 
the cash. 
There are now, assuming that some of 
the original units were left in the cash, two 
classes of units therein; one containing a 
hundred cents, or what might be called the 
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" A " units; a second containing one 
hundred and twenty cents, to be called 
the " B " units. 
Some of the " A " units are joined with 
" B " units and both used to purchase more 
merchandise, and in the cycle of conver-
sion the " A " units become " B " units with 
one addition of profit, while the former 
" B " units become " C " units with two 
additions of profit. But while the con-
version was taking place, some of the 
" B " units were exchanged for property, 
and thus not only became tied up so as to 
be unavailable for disbursement, but lost 
to the merchandise group for future active 
work. 
Having in mind that some of the units 
which have gotten into the fixed property 
are carrying profits, it is obvious that they 
may not be used in any distribution of 
profit. Recourse must be had for the 
distribution of profits to those units which 
are in the cash, since the units which are 
in the merchandise, accounts or notes re-
ceivable are as firmly fixed, for the time 
being, as those in the property. No one 
wants dividends in the form of property. 
Everyone wants cash. And this perhaps 
accounts for the association of profit dis-
tribution with cash. 
But it is impracticable to resort to any 
scheme of ear-marking investment units. 
A sorry mixture would result from any 
such attempt. In lieu thereof accounts 
are kept which record and measure peri-
odically the profits. Accounts are also 
kept for the expenses of doing business 
which reduce the profits. The balance 
representing the net profits is closed 
out to an accumulation account called 
surplus. 
The units of investment are all scattered 
through the various assets of property, 
merchandise, notes and accounts receiv-
able. They are not ear-marked; nor can 
they be identified. But the profit ele-
ment in the units, scattered though they 
are, is measured collectively by means of 
the surplus account. 
When surplus is distributed through 
dividends in the form of cash, the surplus 
is diminished, but there is an equal dimi-
nution in the cash. Figuratively speak-
ing, the units used for the payment of 
dividends are of a new type; not the in-
vestment units, but some which have been 
made by prying loose from them, or at 
least such of them as are in the cash, that 
part which represents the excess over one 
dollar, and by moulding such excess into 
new units. 
Surplus is a matter of value, of value 
over and above original investment. Cash 
is a convenient medium for the transac-
tion of business. Cash may or may not 
represent any surplus. Obviously, all sur-
plus is not cash any more than all cash is 
surplus. 
M r . R. J . Leo is a member of the House 
Committee of the Portland, Oregon, Cham-
ber of Commerce, and has taken a note-
worthy part in many of the activities of 
the Chamber. He recently served as 
general chairman of the Floral Show held 
in Portland on November 14 to 16, 1922. 
M r . Page Lawrence addressed the Cost 
Accountants group of the Kansas City 
Chamber of Commerce on November 17, 
1922, on the subject of "The Relation of 
Costs and Cost Accounting to the Finan-
cial Position as Expressed in the Balance 
Sheet." 
M r . Lawrence has also been nominated 
as chairman of the Program Committee for 
this group. About eight or ten meetings 
have been planned to be conducted some-
what on the lines suggested by the Fabri-
cated Industries group of the Chamber of 
Commerce of the United States. 
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Judgment Guiding Financial Statements 
(Continued) 
A Q U E S T I O N raised recently, while it relates primarily to non-par stock, 
has an important bearing on financial 
statements. Books are kept as a matter 
of recording details which are too numer-
ous and too important to be retained in the 
memory. The function of financial state-
ments is to set forth in summary form the 
financial condition in all its phases with a 
historical sketch of the most recent changes 
in such condition. Surplus as a phase of 
financial condition calls for consideration 
and statement as to its composition and 
origin, in order that dividend policies may 
be not only legally sound, but economically 
and financially rational. 
The question follows: 
" A corporation had outstanding 7,500 
shares of stock having a par value of 
$10 each and had accumulated a sur-
plus of $1,500,000. In January, 1921, it 
changed its capitalization from 7,500 shares 
of $10 each to 15,000 shares of no par 
value, but made no entry on its books. 
Because of the present agitation for a tax 
on surplus, the management wishes to 
make the books reflect the change in the 
capitalization by transferring the amount 
of $1,500,000 from surplus to capital 
on the theory that that portion of the 
present surplus was capitalized at the time 
the new stock was issued. Would such 
procedure be proper?" 
Attempting first to answer the question, 
it is doubtful if there has been any change 
in the capitalization. The changes which 
have taken place are the form of stock and 
number of shares representing ownership. 
There is neither more nor less capital 
than before, nor has the amount of sur-
plus changed. The change in the form 
and number of shares does not automat-
ically convert the surplus into capital. 
Action by the directors specifically trans-
ferring the surplus to capital is necessary 
before such combination may be regarded 
as having taken place. Capitalization is 
usually interpreted to mean the amount 
which appears in the capital account. 
Hence, before it would be proper to make 
the books reflect a capitalization of $1,575,-
000 it would be necessary to have the 
directors authorize the transfer of $1,500,-
000 from surplus to capital. 
Such procedure might be entirely proper 
but apparently ill-advised. To so dispose 
of surplus might result in embarrassment 
if future operations fail to provide profits 
out of which dividends may be paid, and 
put the corporation in the illegal position 
of paying dividends out of capital. When 
all the surplus is transferred to capital the 
door to future dividends is closed until 
sufficient additional profits have been 
made to provide for such dividends. The 
experience of many concerns in the latter 
half of the year nineteen-twenty should 
be sufficiently practical to deter any cor-
poration from taking this unnecessary step. 
It is evident that in order to solve many 
of the present-day problems of non-par 
stock the consideration of a few sensible 
fundamentals is necessary. Capital is a 
portion of wealth invested in an enterprise 
with a view to gain. Surplus is an accu-
mulation of net gains derived primarily 
from operations. It may also spring from 
increases, due to economic conditions, in 
values of possessions. Dividends are de-
clarable only out of surplus. This is not 
only in accordance with sound economics, 
but controlled in most states by law. 
The proprietary equity represented by 
capital stock without par value is the ex-
cess of assets over liabilities. But this 
equity needs some classification. It would 
be about as logical to issue an income state-
ment showing one item for expenses with-
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out classification as to set up a balance 
sheet with the proprietary equity shown 
as a lump sum. Part of it is capital on 
which dividends may not encroach. Part 
of it is perhaps surplus resulting from 
operations and available for dividends. 
Some of the equity may be surplus arising 
from revaluation of assets and while avail-
able for dividends legally is not in the form 
of liquid assets which may be distributed 
in satisfaction of a dividend declared. 
Where is the sane director who wishes 
to base his dividend action on a financial 
statement which may get him into trouble 
with the law? It is only common ac-
counting sense that a balance sheet, 
whether the stock be with or without par 
value, should show the capital, the sur-
plus arising from operations, and the sur-
plus arising from revaluations. Only with 
such information before them will direct-
ors be able to form judgments and dictate 
financial policies which are at once logical 
and safe. 
(To be continued) 
Overcoming Tradition With Thought 
T R A D I T I O N S are difficult to over-
come. The fact that a thing has 
been done in a certain way for years seems, 
in some circles, to give it a vested right 
which is indestructible. The English firm 
of accountants who, when a former ap-
prentice sent them an American form of 
income statement for perusal as a matter 
of interest, replied that they had been 
making their statements in a certain way 
for thirty-five years and thought they 
wouldn't change, offers an illustration 
which is typical. Another English firm, 
when receiving an American balance sheet 
in the same manner said: "Yes; it's a very 
good statement, but fancy putting the 
liabilities on the wrong side." 
So there are many things about ac-
countancy practice, regardless of the geo-
graphical location, which go on year after 
year in the same way, because of tradition. 
A certain report of a certain client had 
appeared in the same way for several 
years. The statements were anything but 
creditable from an accounting point of 
view, but no one would take the respon-
sibility for changing them, because it was 
contended that they met the wishes of the 
client. The client was consulted. He ex-
pressed ignorance of the history back of 
the form of statement in question, and 
admitted the supposition that the ac-
countants were responsible for the 
absurdity. Knowing little about the 
technicalities of accounting, he had not 
felt qualified to criticize. He was sure of 
one thing, however, that he had never 
understood the statements. 
Accordingly, the sham of tradition was 
broken down. The debris was cleared 
away, and the foundation laid for a new 
structure based on reliable information. 
Sudden changes are not desirable. They 
are apt to cause shock. And a client 
suffering from shock is not always an 
easy problem. But there is generally a 
way to handle such matters so as to pre-
pare the mind in advance without causing 
shock. 
In the case just cited, it was suggested 
to the client that a year hence the report 
should be changed. He was advised to 
discuss the matter with his associates so 
that they would be prepared for the change. 
Having laid this foundation, it was an easy 
matter a year after the original incident to 
prepare a statement both clear and com-
prehensive, and one which the client subse-
quently confessed he was able to under-
stand for the first time in the course of his 
relations with the accountants. 
Auditing practice is more or less a slave 
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to tradition. The routine procedure which 
has been followed in the past seems to 
govern and control without any thought 
of change. The statements are prepared 
after the work has been completed. Some-
one started doing it that way; the rest 
of us follow. But some day it wil l occur 
to someone to set up the statements as 
soon as the spot verifications have been 
completed, so that some idea of relations 
and relative importance may be had. 
Under such circumstances, matters 
worthy of attention will receive it. Minor 
items will be passed by. Inventories, in-
consequential in amount when compared 
with the total assets, will receive passing 
but thoughtful scrutiny of the larger items 
instead of a mechanical checking to the 
last cent. The current position will stand 
out. Many phases of condition and opera-
tion will be brought into relief, and the 
whole work of audit will be performed with 
an intelligent array of facts which have a 
bearing on the particular case. Correc-
tions of figures may have to be made as a 
result of the audit, but this is a simple 
matter once the adjustments have been 
determined. 
Consistency is a laudable virtue, but 
its practice is ofttimes beset with the pit-
falls of tradition. Sweeping aside tradi-
tion without proper thought is dangerous; 
intelligently done, the result frequently 
makes for progress. 
P U B L I C accountants, because of their 
contact with business, constitute, per-
haps, as good a medium through which to 
test the existence or general use of any 
form of insurance as might be found. It 
was probably with this thought in mind 
that an officer of one of the leading fire 
insurance companies recently asked a pub-
lic accountant to what extent, in the course 
of practice, accountants find clients carry-
ing use and occupancy insurance. 
It is, perhaps, not safe to answer this 
question without a fair amount of investi-
gation, in order that the reply may be 
based on facts, but the offhand impression 
is that such form of insurance is seldom 
encountered. 
The term itself is extremely vague, and 
carries little meaning to the uninitiated. 
Insurance men even admit this, and have 
gone so far as to suggest a more informa-
tive title, namely, business interruption 
indemnity. 
There is little wonder that such form of 
policy is not more widely taken when one 
realizes the complications which enter 
into the writing of such policies. It ap-
pears that among insurance people the 
matter is a highly technical one, and when 
occasion arises in which this form of 
policy is indicated, there are many moot 
questions which have to be settled more or 
less arbitrarily among the companies, 
agencies, and brokers. While the out-
standing idea underlying these policies is 
to indemnify business concerns for losses 
incident to the interruption of business 
resulting from fires, the fine lines which 
have to be drawn in the settlement of such 
losses make it difficult for the average 
layman to appreciate the advantages of 
such policies. 
The average business house probably 
insures only against loss of property, and, 
as everyone knows, such insurance is 
pretty generally carried. It would, how-
ever, appear to be a matter of good busi-
ness judgment to anticipate the possibility 
of loss beyond property damage, on ac-
count of the interruption of business, 
which is almost certain to ensue after a 
fire. Certain expenses and fixed charges 
continue, while the income is interrupted. 
The organization must be held together 
Use and Occupancy Insurance 
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and every effort made to retain customers, 
which is the incentive of a business man to 
resume operations at the earliest possible 
moment. 
Use and occupancy insurance is prob-
ably a poor substitute for lost business, but 
it appears to be a form of insurance to 
which business men generally have not 
given sufficient consideration. Some en-
lightenment on the subject put forth by 
the companies and the development of a 
clear, definite form of policy would prob-
ably do much to gain the attention of the 
business man who should be interested. 
The Inroads of Taxation 
THE last instalment of taxes covering 
income for the year 1921 now having 
been paid, the business man, as well as the 
individual taxpayer, may look forward to 
the interesting occupation of determining 
how much he must pay the government on 
account of income received or earned dur-
ing the year 1922. 
With the imposition of a tax on income 
in many states supplementing that of the 
federal government, and the possibility 
that municipalities may in the near future 
resort to the taxation of income, the out-
look for taxpayers is anything but inter-
esting and inviting. As a matter of fact, 
taxpayers may view with some alarm the 
general march of taxation. 
In prior years this country, compared 
with Europe, enjoyed relative freedom 
from the imposition of taxes. England, 
France, and Germany sustained annually 
a tax burden which was comparatively un-
known in the United States. According 
to statistics resulting from a study by the 
National Industrial Conference Board, 
this country now ranks second only to the 
United Kingdom of Great Britain in the 
matter of tax burdens, with Germany, 
France, Italy, and Japan following in the 
order named. 
Taxes paid to national, state, and local 
governments in the United States in rela-
tion to national income have more than 
doubled since the fiscal year 1913-14. In 
that year national, state, and local taxes 
represented 6.4 per cent. of the national 
income. In the fiscal year 1920-21 taxes 
were 14.3 per cent. of the national income. 
While the various political divisions are 
collecting and spending more money, popu-
lation is also increasing, and it might be 
expected that the per capita cost of gov-
ernment, subject to various fluctuations 
in their effect on the national government 
brought about by such extraordinary oc-
casions as the Great War, would not neces-
sarily show any marked increase. This, 
however, appears to be contradicted by 
statistics which show that per capita taxa-
tion at the end of the war, reduced to a 
pre-war internal purchasing power basis, 
was $32 in the United States, but had 
increased in 1920-21 to $41 per capita. 
The increase of $9 stands out with 
alarming significance when compared with 
the increase in the United Kingdom during 
the same period of only $4 per capita. 
It may be that this country is becoming 
not only bigger but better; that tax-payers 
are receiving something more in return for 
increased taxation. On the other hand, 
it may be that some of the governmental 
activities are unnecessary and might be 
eliminated without any real loss to the 
country. A t any rate, as has been pointed 
out, in the report to which reference has 
been made above: 
"Under present conditions the tax bill 
of the United States is fast making inroads 
on the surplus necessary for economic 
progress and threatens materially to ham-
per our growth, especially in view of the 
uninterrupted rise in local government 
taxes." 
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Book Reviews 
Kilduff, Frederic W. Standard Inven-
tory Manual. (Chicago, The Accounting 
Standards Corporation, 1922. 227 p.) 
Whether or not this author has cast 
about for something unique with which to 
break into print, he has selected a most 
important subject. He is to be compli-
mented on having contributed something 
for which there has long been great need. 
One shudders to think of the many in-
ventory valuations accepted by public ac-
countants in the course of auditing work, 
because of the numerous errors which may 
creep into the computations, and which, 
to some extent, must go undetected. 
The Standard Inventory Manual is 
predicated on the conviction that the tak-
ing of an inventory is a serious piece of 
work, and not a mere job at which every 
one around the plant who can be corralled 
puts in a certain amount of time. Proper 
plans are drawn, preparations are made, 
and the whole inventory operation is con-
trolled by a clearing house which not only 
issues and collects all inventory tags, but 
checks the information thereon after the 
tags have been completed before releasing 
them for coding, pricing, and tabulating. 
It is thus apparent that the operation, 
from the time the tags leave the clearing 
house, is a mechanical one which may be 
accomplished without the exercise of any 
remarkable degree of judgment. 
The book is a veritable mine of informa-
tion, and while the author offers it as a 
manual rather than a textbook, there are 
few students, particularly those aiming 
at public accounting, who could not spend 
several hours in reading and digesting the 
contents to great advantage. The ar-
rangement is such as to make digestion of 
the contents extremely easy. The book 
is well worth while, and should be very 
welcome to practitioners as well as stu-
dents. 
Shurick, A . T. Coal Mining Costs. 
(New York, McGraw-Hi l l Book Company, 
Inc., 1922. 515 p.) 
This book, while dealing primarily with 
mining costs, contains incidentally a con-
siderable amount of information relating 
to mining technique. The book is divided 
into five sections: accounting costs, shaft 
sinking, haulage costs, timbering costs, and 
miscellaneous inside costs. It is written 
from the point of view of the engineer, but 
should be none the less interesting to ac-
countants. It is replete with illustrations 
and statistical tables. While dealing es-
sentially with coal mining, it nevertheless 
contains a great deal of data which is 
applicable generally to mine development 
and operation. 
Announcement is made that M r . Edward 
Fuller, formerly resident partner at the 
Baltimore and Philadelphia offices, is now 
located at our office at 30 Broad Street, 
New York, where he is giving attention to 
general practice matters. 
M r . C . C. Croggon, heretofore manager 
of the Baltimore office, will hereafter be 
resident partner at Baltimore. 
The Philadelphia office is now under the 
supervision of the Executive offices. 
Word has recently come from M r . H . B . 
Cook that he has settled, with his family, 
at Territet, Switzerland, where they will 
spend the winter. 
The following members of our organi-
zation are to be congratulated on their 
recent attainment of the C. P. A . certifi-
cate of the several states specified: 
M r . H . C. Izard and M r . R. C. Fischer, 
of the Saint Louis office, Missouri; M r . W. 
C. Johns, of the Philadelphia office, Penn-
sylvania; M r . R. A . Thompson, of the 
Seattle office, Washington. 
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IT is not inconceivable that some clients 
of public accountants view the arrange-
ment for the accountant's services as they 
would look upon the purchase of pig-iron or 
any other commodity. In many instances 
the arrangement is a contractual one, even 
though not formally expressed, to audit 
the accounts as of a certain date, or for a 
certain period, and render a report and 
certificate. The compensation is fixed by 
the day, with perhaps a maximum limiting 
the total charge. 
If there were nothing more to accoun-
tancy it would become a sordid business. 
If it were a business, doubtless a set of 
formulae might be devised which would 
make the work largely mechanical. Feed-
ing tobacco into a machine results in cigars 
which are the product of material, labor, 
and overhead, but the process requires 
little thought on the part of the girl opera-
tives who do the feeding. 
Accountancy service rendered in accord-
ance with the principles on which its 
conception is based calls for something 
more than mechanical performance. There 
The Facts Behind the Figures 
is a duty to think about the client's busi-
ness affairs; to consider the accounts in 
relation thereto; to interpret them for him, 
if he so desires. It is not sufficient that 
there should be a cold-blooded checking of 
figures with a set of statements prepared to 
exhibit results. The accountant's work 
has not been completed until he has told 
the client, or anyone else proper y entitled 
to the information, what the figures mean. 
A recent experience with a manufactur-
ing concern about to put out an issue of 
securities through a bond house serves to 
illustrate this point. The manufacturer 
had furnished certain figures to the bond 
house, but the latter considered them 
insufficient. After some discussion had 
taken place between the two parties the 
accountant prevailed on his client to per-
mit the accountant to lay all the figures 
before the bond broker. A long conference 
ensued at which the accountant not only 
furnished all the details required, but 
explained them. The result was not only a 
successful culmination of the negotiations 
for the issue, but more cordial and har-
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monious relations than had previously 
existed between the borrower and the bond 
house. 
Furnishing cold, lifeless figures is one 
thing. Finding out what they mean and 
telling the client or someone whom the 
client elects is something else. Almost 
anyone can operate a calculating machine. 
It takes thought to interpret figures. But 
accountancy contemplates that those who 
practice it wil l be capable of giving, and 
willing to give, thought to clients' affairs. 
Reliable Information Versus Faith 
BA N K E R S by and large ten years ago would probably have told anyone 
who asked, that bank credit was based 
largely on character. Some of them, if 
they had admitted the truth, would have 
confessed that many bank loans were made 
and denied on "hunches." If the com-
plete history of bank credit granting could 
be accurately written, it would probably 
prove conclusively that many a banker has 
been a poor judge of character. Some of 
them would be willing to admit that the 
remark ascribed to the late M r . J . P. 
Morgan, about preferring to loan a mil-
lion dollars, without collateral, to an honest 
man, rather than ten thousand, on gilt-
edged bonds, to a dishonest one, has been 
considerably overworked. 
There are still many bankers who loan 
on what they regard as intimate knowledge 
of a borrower's affairs gained through long 
association with him. There will always, 
in all probability, be cases of this kind. 
Reputation and standing in the com-
munity are enough foundation for some 
bankers to establish a liberal line of credit 
and loan on it to the limit. Character, 
confidence, capacity, etc., as the basis for 
credit, lend themselves admirably to allit-
erative speechmaking and inspirational 
essays on sound credit granting. 
The banks in the larger cities, and par-
ticularly New York, have discarded during 
late years the romantic philosophy of by-
gone days, and have taken to requiring 
certified financial statements with a care-
ful checking of various aspects of the 
credit-seeker's condition and future pros-
pects. A great deal of pioneer and con-
structive effort in this direction has been 
put forth by the Robert Morris Associates, 
an organization of bank credit men. The 
future holds great promise of improve-
ment as a result of the work already done, 
to say nothing of that in contemplation. 
Slowly but surely banks in smaller cities 
and towns will be bound to see that what 
is good for the big city bank is good for 
them. 
A well-known concern of many years' 
standing, selling an article of the semi-
luxury type, found itself toward the end 
of the year nineteen twenty-one in a con-
dition where money was tight. Lines of 
credit with four banks in the home-town, 
a city of some one hundred and sixty thou-
sand inhabitants, had been used to the 
limit, and even stretched some. The 
bankers were somewhat apprehensive as 
to their loans, and were demanding that 
they be reduced. 
New officers of the corporation took the 
situation in hand and developed a plan for 
relieving the pressure. The scheme as-
sumed the form of going to banks in various 
cities and towns throughout New Eng-
land, New York, and New Jersey, borrow-
ing amounts ranging from five to fifteen 
thousand dollars and opening accounts 
with the understanding that a branch 
store was to be established in each place. 
This plausible story was accepted and the 
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proposed establishment welcomed as a 
local enterprise, since the concern had a 
good reputation developed through years 
of dealing with the public, and was well 
known through its trade name. 
By the end of nineteen twenty-one loans 
with twenty-three banks outside of the 
home-town had been successfully nego-
tiated. From January to September of 
nineteen twenty-two relations were opened 
and amounts borrowed from sixty-eight 
new banks, while six of the banks on the 
list January first, made additional loans. 
The borrowings during this period 
amounted to $650,000. 
Here is a record of connections made 
with ninety-one banks in less than a year. 
They were mostly banks in second-class 
cities. Only two New York Ci ty banks 
are included. One was in, so to speak, 
for ten thousand dollars only four days. 
The other, which had loaned twenty-five 
thousand dollars, got in and out before 
the crash came. 
When the receiver was appointed Octo-
ber first, the indebtedness to seventy-
three banks, well spread over seven eastern 
states, totaled $670,000. The average, 
exclusive of the home-town banks, was 
about $9,000. Of the latter, one had 
succeeded in getting out altogether. The 
other three had received in the aggregate a 
reduction of about forty per cent. of their 
loans. 
This elaborate scheme of futile financ-
ing at the expense of the banks was ac-
complished on character and confidence, 
and without a sign of financial statement, 
certified or otherwise. It is inconceivable 
that it could have occurred had the 
banks in question exercised any kind of 
precaution. N o elaborate department for 
checking credits was needed. So simple a 
device as a certified statement with ap-
propriate schedules or details would have 
saved the banks collectively many hun-
dreds of thousands of dollars. 
Is it any wonder that a shrewd banker 
like M r . Francis H . Sisson, Vice-President, 
Guaranty Trust Company of New York, 
was moved recently to remark, "The best 
method of ascertaining the financial posi-
tion of an individual or a concern is to 
analyze the balance sheets. For current 
use a statement should be not more than 
six months old and most banks will ask 
that it be audited by a certified public 
accountant who understands such work." 
A Year of Thirteen Months 
ONE sees frequently nowadays refer-
ence to the agitation in favor of 
changing the calendar so as to provide for 
a division of the year into thirteen equal 
months instead of the twelve unequal 
months by which our time is measured. A 
recent editorial in one of the leading daily 
papers credited accountants with being 
keenly in favor of the change. The edi-
torial failed, however, to point out the 
basis for such preference. 
There are always persons who are keen 
for change. Many individuals would not 
be deterred by a suggestion that they revise 
the tariff. Any number might be found 
who would be willing to frame a new federal 
tax law. The person would indeed be 
brave who would attempt to change the 
calendar without long and careful con-
sideration. 
Those progressives who are keen for 
change point out the benefits which would 
be derived from having months of equal 
duration. M r . Moses B . Cotsworth, in a 
pamphlet issued by The Pan American 
Union, entitled "The Evolution of Calen-
dars and How to Improve Them," has the 
following to say on the subject: 
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"We are constantly forced to consult the 
calendar to trace how many weeks intervene 
between any given dates, and to ascertain the 
weekday names throughout the months. 
Periodical business and social meetings held 
on selected weekdays have to be described in 
bylaws, etc., as the 'first and third Wednes-
days,' 'the Friday nearest the twentieth,' etc. 
Dates for national holidays, festivals, etc., 
falling on Sundays have to be postponed by 
proclamation, etc. Bank drafts, trade bills, 
etc., due on Sunday have to be held over, and 
one day's interest thereon lost. Monthly 
trade balances, wage adjustments, etc., are 
complicated by weekly wages being split up 
in the weeks which, beginning in any one 
month, quarter, semester, or year, end in the 
next following. Nine of the months extend 
into five weeks, and three into six, as a glance 
at the chart will show. 
"There were five Saturdays each in January, 
April, July, October, and December, 1921, 
when housekeepers were calendar-forced to 
buy a fifth week's supply of meats, groceries, 
etc., out of equal monthly income quotas. 
Many thus trend to fall into debt, or seek to 
'sub' from husbands who are also found shorter 
of cash at the end of the longer months. These 
shortages result in family, business, and other 
troubles, directly attributable to the unequal 
months of our calendar. 
"Conversely, storekeepers in the months of 
five Saturdays are encouraged by their in-
flated incomes to overbuy, which is apt to 
cause trouble the next month when fewer 
Saturdays and sales fail to provide sufficient 
income to pay for the longer month's pur-
chases, with the resulting tendency to force 
retailers and others into debt, etc." 
It is also contended by others that our 
present calendar results in comparisons 
which are misleading with regard to in-
come and expense, and that this is 
particularly true with regard to cost 
statistics. These contentions undoubt-
edly have some basis of fact. It wil l 
be seen at once that the statement is true 
of income and expense compared from 
month to month. It is also true with 
respect to the overhead element in costs 
where items of expense entering into over-
head are on a fixed monthly basis. Mate-
rials and supplies, if properly handled, 
namely, on a basis of consumption, are 
apparently not affected, except in minor 
instances, so far as certain supplies are 
concerned, because the relation of material 
to units of production is one of quantity 
and not of time. 
Labor, in the same way, even though the 
wage may be based on time rather than 
quantity, is scaled for cost calculations, so 
that it bears a direct relation to the pro-
duction. This statement, of course, ex-
cludes from consideration any idle or dead 
time which may have to be prorated. 
With regard to the overhead, it must be 
admitted that there are contained therein 
certain items which are fixed on a monthly 
basis; for example, factory superintendence, 
office salaries, depreciation, and, in some 
instances, rent, insurance, and taxes. The 
two latter items, even though covering a 
year, are proportioned on a basis of twelve 
months and have an effect on the unit cost 
as between two months in which the num-
ber of days differs. 
For purposes of illustration, assume that 
the daily production of a given plant is 
three hundred units, and apply this daily 
production to two months: one having 
twenty-seven working days; the other, 
twenty-four. It is then apparent that the 
production in one month will be eighty-one 
hundred units; in the other, seventy-two 
hundred. Assume further that the items 
of overhead which are fixed on a monthly 
basis amount in each month to $8,100. 
Calculation of the overhead cost per unit 
shows that in the month of twenty-seven 
days the cost is $1; in the month of twenty-
four days, $1,12½. The lower cost per 
unit in the month of more days obviously 
is because of the fact that the overhead per 
month is fixed, while the production is 
greater because of the greater number of 
days. N o matter what other fluctuations 
in production might affect the result, it 
would apparently never be possible to get 
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away from the fundamental variation re-
sulting from the invisible cause. The 
effect on selling costs is even more pro-
nounced because of the fixed monthly 
charges entering into the general overhead. 
The change in the calendar, unless, per-
chance, the Einstein theory may serve 
in some way to revise astronomical science, 
is confronted with a normal year having an 
odd number of days. It is therefore not 
divisible into thirteen equal parts without 
a remainder of one day. Every four years 
there would be two days over. It will , 
therefore, be incumbent upon someone, in 
the event of a change, such as is suggested, 
to find not only a name for the thirteenth 
month, but provide some disposition of the 
odd days. The suggestion has been made 
that these days be declared holidays and 
forgotten by mutual consent. 
After clearing up simple matters of this 
kind there would still be one or two others 
which would need consideration. As far 
as. may be seen, the change would make no 
practical difference in balance sheets. In 
statements of income and expense com-
parisons by months would be facilitated. 
There would be no effect with regard to 
statements covering yearly periods. State-
ments for quarters or half years would be 
more difficult. Still, after one had become 
accustomed to the change, it would prob-
ably not seem odd to have a statement 
for the half year ended July 14, or de-
scribed in some similar fashion. 
The practice of rendering invoices at the 
end of each month as at present would prob-
ably be very little affected by the change, 
and invoices would be rendered auto-
matically at the end of each month, even 
though there were only twenty-eight days 
involved. Some of the other things to be 
considered, however, are what would hap-
pen in the case of interest on enforced 
holidays. Would the interest be forgotten 
like the holidays? Would interest on 
odd days be figured as so many twenty-
eighths of a month or as three hundred and 
sixty-fifths of a year? What would hap-
pen with respect to corporate bonds now 
outstanding and dated as to maturity, to 
say nothing of the millions of coupons now 
outstanding and dated for payment? Add 
to these contracts for services on a monthly 
basis in force at the time of the change. 
Material contracts calling for the de-
livery of certain quantities per month 
would be upset. Service contracts calling 
for compensation on a monthly basis would 
result in increased compensation for the 
year. Personal expenses, like rent, would 
be increased for the year by reason of hav-
ing thirteen months, as would also mini-
mum charges for electricity, telephone, etc. 
On the other hand, salaries paid by the 
month would result in additional compensa-
tion for the year, unless such compensation 
were to be adjusted to a new monthly basis, 
in which event salary tables based on 
twelve months would necessarily have to be 
revised. 
There are doubtless many other ways in 
which business and accounting would be 
affected by a change in the calendar. A 
change may be desirable, but it should only 
be made after the most exhaustive study 
of the effects which the change would bring 
about. The benefit to be derived in cost 
accounting seems to be one of the best 
arguments in favor of a change. It should 
be pointed out, however, that it would 
be impracticable to place cost accounting 
on a basis of thirteen months except there 
should be a general change which would 
provide for the rendering and dating of 
invoices. Great difficulty would probably 
be experienced were an attempt to be made 
to adjust purchases on a twelve months' 
basis to the requirements of a system 
operated on the basis of thirteen months. 
The whole subject of changing the calendar 
should serve as choice food for thought on 
the part of anyone whose mind is not suffi-
ciently occupied at this season of the year. 
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Judgment Guiding Financial Statements 
(Continued) 
TH E purpose of an interest expense account is to show the cost of bor-
rowed money. Hence the item for in-
terest expense appearing in the income 
statement should show the true relation of 
the amount reflected by such item to the 
outstanding indebtedness representing bor-
rowed money. This theory, if firmly 
adhered to, will settle any question as to 
the proper set-up on both balance sheet 
and income statement in cases where out-
standing bonds are bought up or called by 
the company which issued them. It 
should be possible in any financial state-
ments prepared so as to reflect conditions 
clearly, to refer to the income statement 
and see what was the cost to the company 
of the borrowed money during the period 
under consideration. 
It is for this reason that bonds pur-
chased or called are best shown on the 
balance sheet as a deduction from the 
liability with the net figure extended, 
whether or not the bonds have been can-
celled. The advantages derived from such 
presentation are that not only is the net 
liability outstanding shown, but there is 
also reflected the policy of the company 
in reducing the liability voluntarily before 
it is legally called upon to do so, and the 
extent of such reduction. The interest is 
best shown net in order that it may bear 
the proper relation to the outstanding 
liability 
There is frequently a technical account-
ing question which arises where bonds are 
purchased or called as to whether it is 
proper to deduct such bonds from those 
representing the liability if the bonds pur-
chased have not been redeemed. Financial 
officers sometimes contend that such bonds 
are treasury bonds, just as stock once 
issued and subsequently acquired is treas-
ury stock. Such position results in a fiction 
which the practical facts soon break down. 
When the time comes to pay interest no 
interest is paid or charged on the pur-
chased bonds, even though they have been 
kept alive. 
This discussion does not relate to bonds 
which are purchased for sinking fund pur-
poses, either by the sinking fund trustee or 
by the company, and turned over to him, 
and where interest on such bonds is paid 
regularly to the sinking fund trustee until 
the bonds mature. In such cases there is no 
question as to whether or not interest shall 
be set up broad, since the interest credit 
applicable to the purchased bonds goes to 
reduce the interest expense unless per-
chance the interest earned is absorbed by 
a sinking fund reserve. 
The idea of carrying purchased bonds as 
an asset is based on the theory that they 
are investments. Not only does the theory 
break down when the interest is consid-
ered, but is complicated by the fact that 
the bonds may have been purchased or 
called at a premium. Because they are 
company securities this feature is some-
times overlooked. Were they not treated 
like the securities of any other company 
and the premium amortized over the bal-
ance of the life, the company would find 
itself in the position of having to charge 
off the premium, perhaps in a considerable 
sum, against the year in which the bonds 
mature. 
Interest expense is affected not only by 
the straight interest paid on bonds out-
standing, but by the premium on bonds 
purchased, together with a proportion of 
any discount, if any, on the whole issue of 
bonds when sold and the unamortized 
portion of discount applicable to the bonds 
purchased. Any interest expense figure 
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which shows less than this fails to show the 
true situation. Without this data it is 
impossible to form any intelligent opinion 
as to the company's financial judgment in 
the matter of rates on borrowed money. 
(To be continued) 
Book Review 
The Correspondence Course in Account-
ancy Offered by The Syracuse Extension 
Institute of Accountancy, Inc. Volumes 1 
and 2. (Syracuse, New York, 1922.) 
This course comprises some fifty lessons, 
beginning with the most elementary con-
sideration of bookkeeping and proceeding 
to such advanced studies as cost account-
ing, auditing and the technique of financial 
and statistical reports. The text, which is 
contained in three volumes (the last of 
which is still in preparation) has been 
written by John A . Powelson, A . B . , 
C. P. A . 
Throughout the text and the auxiliary 
material there is evidence of the most 
thoughtful and painstaking effort to make 
the course thoroughly practical. The 
course is logically arranged and is well 
calculated to give the student an excellent 
general knowledge of accountancy. The 
text is well written and is to be commended 
for its lucidity. A fairly thorough review 
reveals no cause for criticism of the 
accounting principles and practices taught. 
A very interesting and valuable feature 
of the course is a series of ten booklets on 
"How to Study at Home," written by 
Professor Mark May, psychologist. These 
cover such topics as Planning the Cam-
paign, Study Habits, Concentration, 
Learning and Memorizing, and Mental 
Fatigue. It is well recognized by those 
who are familiar with correspondence 
courses generally that a large number, 
perhaps the majority, of those who under-
take the work fall by the wayside, largely 
through the lack of mental stimulus. 
These booklets, which are supplemented in 
a practical way by the introductions to 
lessons 1 to 18 (Volume 1) showing how to 
study each lesson, should have a salutary 
effect in sustaining the interest of the 
student and in helping him to study in such 
a manner as to make the course really 
beneficial. 
To summarize, one is impressed with the 
practicality of the course, as regards both 
subject matter and presentation. 
The Town Hal l Bulletin of January 15, 
1923, devotes some space to sayings of 
former prominent men whose lives and 
works are commemorated by the dedication 
of chairs in the Town Hal l . Included 
among the list of those whose birthdays fall 
in January is the following: 
"Charles Waldo Haskins, January 11, 1852. 
'Accounting as a progressive science, must be 
the same yesterday, today, tomorrow, except 
that as a development it is older and wiser as 
time goes on.' " 
A t a luncheon for Dodge Brothers 
Dealers held at the Pennsylvania Hotel, 
New York, Tuesday, January 9, 1923, 
which some of our members from the 
Executive Offices were privileged to attend, 
one of the features of the entertainment 
following the luncheon was a car-assem-
bling contest. Two teams of eight men 
each, composed of veteran employes of 
Dodge Brothers, were chosen for this per-
formance because of long and faithful 
service as well as skill. The two teams 
were designated and costumed: one as the 
blue team; the other as the white team. 
From the various parts comprising a Dodge 
Brothers car each team, at a given signal, 
began the work of assembly. The blue 
team put the car together, started the en-
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gine, and turned on the head lights in a 
fraction under fifteen minutes, winning the 
contest by a very small margin. The 
prize, consisting of a silver trophy, was 
presented by Miss Lesette Hasse, secretary 
to President Haynes. Short speeches of a 
serious and inspirational character were 
made by M r . John A . Nichols, Jr., General 
Sales Manager, M r . Charles W . Matheson, 
Vice-President in charge of sales, and M r . 
Frederick J . Haynes, President. 
Announcement is soon to be made of a 
forthcoming publication entitled, "Charles 
Waldo Haskins, an American Pioneer in 
Accountancy." This is a biographical 
sketch of M r . Haskins' career and should 
prove of interest not only to the profession 
but to students. It wil l be published by 
Prentice-Hall, Inc., New York. 
General Motors Corporation has recently 
received favorable comment in the daily 
press not only on account of the way in 
which it has come back since the depression 
of 1921, but on account of a novel internal 
financial system introduced some few 
months ago. The scheme facilitates a 
maximum utilization of the corporation's 
cash resources, using telegraphic informa-
tion as a basis. Funds in excess of fixed 
amounts in various banks where the 
corporation has deposits are transferred by 
the banks to New York through the Federal 
Reserve Bank and the treasurer notified 
immediately. With this information at 
his disposal, the treasurer is in position 
to distribute his funds advantageously 
and without loss of unnecessary time or 
interest. The pooling of funds in this 
way has greatly reduced the in-transit 
items. Here one sees efficiency in the 
handling of cash developed to a high 
point. 
M r . J . F . Forbes has recently been 
licensed to practice as a C. P. A . of New 
York. 
M r . G . W. Rossetter acted as chairman 
of a meeting of fourteen hundred citizens, 
representing twelve organizations, which 
was held in Chicago on December 6, 1922, 
under the auspices of the American Defense 
Society. General John J . Pershing and 
Brigadier-General Charles G . Dawes were 
the principal speakers of the occasion. 
We are pleased to note that M r . C. M . 
Doiseau, assistant manager of the New 
Orleans office, has been elected treasurer of 
the Society of Louisiana Certified Public 
Accountants for the ensuing year. 
Congratulations are extended to M r . 
C . C . Croggon, of Baltimore, M r . H . S. 
DeVault, of Shanghai, and M r . C . M . 
Doiseau, of New Orleans, on their recent 
admission to membership in the American 
Institute of Accountants; and to M r . H . L . 
McEwen, of Watertown, on his election as 
associate of the Institute. M r . Doiseau 
was advanced from associate to full mem-
bership. 
We note with pleasure that M r . A . W . 
Clapp of the Atlanta office has recently 
obtained the C. P. A . certificate of the 
State of Georgia. 
M r . R. A . Gallagher of the Chicago office 
has also been successful in passing the 
C. P. A . examinations held by the State 
Board of Accountancy of Indiana in 
November, 1922. 
M r . E . E . Leffler, Manager of the. Buffalo 
office, is Vice-President of the Equality 
Club of Buffalo, the oldest luncheon club 
of that city. 
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Long Range Shots 
IN the practice of accountancy it fre-
quently happens that the scene of the 
field work is at a point considerably distant 
from the location of the client to whom the 
report is to be rendered. A n engagement 
of this character calls for unusually careful 
head work if success in satisfying the client 
is to be achieved. 
Clients often make it apparent, either by 
direct statement or implication, that, re-
gardless of the terms of the engagement, 
information of a certain character is ex-
pected in reports. They see no reason 
why reports should not cover discussion, 
criticism, or recommendations concerning 
the organization, operation, management, 
system, methods, or personnel. 
The accountant, on the other hand, 
shrouded in painful experience of the past 
wherein some timid suggestion has been 
thrown back at him as gratuitous, draws 
with precision his lines of demarcation 
which prescribe the boundaries of various 
types of engagements. A n audit calls for 
a review of the accounts with the purpose 
of verifying the financial condition and 
result of operations. It does not contem-
plate a criticism of the stores distributing 
system, or the review of routine methods 
whereby salary payments are effected. 
True, the work of audit usually gives the 
accountant an insight into many aspects 
of clients' affairs, and from many angles, 
and puts him in a position to offer con-
structive criticism and suggestion. But he 
may quite properly refrain from offering 
this information unless it is requested by 
the client or to be furnished by arrange-
ment under the terms of the engagement. 
Viewing from this angle an engagement 
arising at one point and calling for execu-
tion at another, with a report to be sent to 
the place of origin, it would seem to follow 
that the hard and fast rule of giving the 
client only that for which he asks should 
be tempered by common sense and judg-
ment. Putting himself in the position of 
the client and looking at matters from the 
client's point of view, the accountant 
might be pardoned if he were to conclude 
that information of whatever character 
might be welcomed by the client because of 
the circumstances surrounding the case. 
It is a most inconceivable that the officials 
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of a corporation in New York with branches 
or agencies in remote parts of the world 
would not be glad of any data bearing on 
the business, management, or organiza-
tion of such units, or even the capacity and 
conduct of representatives at such points. 
The rules of accountancy practice may 
prescribe that an audit engagement does 
not comprehend comments on such mat-
ters. But accountancy practice is based 
squarely on the theory that its practitioners 
will at all times exercise judgment. In 
a case such as the one under discussion, 
good judgment would seem to indicate 
that the client far distant from the scene 
of the engagement should be furnished 
with any facts which might throw light on 
the situation. If it is not regarded as 
desirable to incorporate such extraneous 
data in the official report at least it might be 
embodied in an informal letter accompany-
ing the report for acceptance or rejection, 
as may please the client. 
Thought for the client's needs, with 
corresponding service, cannot help but 
reflect credit on the accountant. Thinking 
over a distance of several thousand miles 
calls for an unusual type of thought, but 
properly rendered the service is only the 
more appreciated. Long range shots need 
to be carefully aimed; otherwise, the re-
sult may be anything but effective. 
F O L L O W I N G the reproduction in the 
January number of the Journal of 
Accountancy of M r . Wildman's paper en-
titled, "Consideration of the Sinking-Fund 
Method for Amortizing Franchises," M r . 
L . P. Collins of Col l ins & Company, 
certified public accountants, Pittsburgh, 
Pa., addressed a letter to the Journal of 
Accountancy criticizing M r Wildman's 
advocacy of the straight-line method as 
preferable, in amortizing certain franchises, 
to the sinking fund method. We print by 
courtesy of the Journal both M r . Collins' 
letter, and the rejoinder, which not only 
refutes the criticism, but points out further 
objection to the sinking fund method. 
January 16, 1923. 
Editor, The Journal of Accountancy, 
135 Cedar Street, 
New York, N . Y . 
SIR: 
In some instances, at least, M r . Wi ld-
man's arguments in favor of the straight-
line method of amortizing the cost of 
franchises (set forth in the article "Sinking-
Fund Method for Amortizing Franchises" 
in the January Journal) are upset by the 
simple mathematics of the case. 
A certain company paid $500,000 for 
a franchise running over a period of eighty 
years. The plant which it purchased at 
the same time was equipped for its entire 
functioning for the rest of its existence, 
gross revenues and operating expenses, in-
cluding depreciation, were practically fixed 
amounts, and the utilizing of the rights 
comprehended by the franchise brought 
into the company net cash earnings of 
practically the steady annual sum of $50,-
000 throughout its life. It could have paid 
dividends of $50,000 per year except for the 
necessity of making good the capital in-
vested in franchise by the date of its 
termination. 
If it should provide for amortization by 
the straight-line method it would write off 
$6,250 per year, leaving only $43,750 
available for dividends. M r . Wildman's 
article implies that the question of replacing 
capital invested in the franchise is separate 
and distinct from arriving at figures which 
will measure the amount of amortization 
applicable to the franchise from time to 
Criticism and Rejoinder 
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time. Nevertheless, $6,250 is not only a 
figure in the reserve but it is also an 
amount of cash on hand to be invested and 
as these annual amounts set aside accumu-
late, the earnings derived from their in-
vestment increase. What disposition is 
to be made of these earnings? They must 
either (a) be retained by the company and 
thus go to swell the amount intended for 
the replacement of capital invested in the 
franchise or (b) be paid out in dividends 
together with the amount derived from 
operations. 
If the company should allow these earn-
ings to remain undistributed and should 
confine its dividends to the $43,750 net 
annual earnings, it would find as a result 
of interest accretions at the termination of 
the franchise that instead of having $500,000 
on hand with which to replace the capital 
invested in the franchise it would have on 
hand, assuming that the funds not needed 
in the operation of the business can earn 
6% when invested, the sum of $10,916,250. 
If the company pays in dividends its net 
earnings from operations plus its interest 
on investments, while it will have available 
for dividends in its first year $43,750 and 
in the second year, $44,125, in its fifty-first 
year it will have available for dividends 
$43,750 plus $18,750, the latter being 6% 
of $312,500, by that time set aside and 
invested, and in its eightieth year its divi-
dends for the same reason will amount to 
$73,375. If the company should keep its 
books according to the straight-line method 
of amortization and stockholders should 
dispose of their stock, say, in its fiftieth 
year, on the basis of book values, it is 
apparent that the purchasers would obtain 
a rare bargain. 
There is no argument for the straight-
line method in such a case. The proper 
sum to set aside out of each year's operating 
earnings is such an amount as with in-
terest earnings will replace the capital in-
vested in the franchise at the termination 
of the same. The amount in this parti-
cular case is $286.27 per year. 
It is not a problem in accounting subject 
to judgment, it is a problem in mathe-
matics. While the straight-line method 
might seem a simple substitution, its use 
is as incorrect as to substitute simple 
division where cube root is required. 
This criticism is limited to a particular 
case, a case which was actually dealt with 
by the writer, with one factor of variation, 
namely, that the free cash available as a 
result of charges to earnings for amortiza-
tion was in part to be invested in the com-
pany's own bonds, the interest saved by 
thus reducing indebtedness being equiva-
lent to interest earned on the part of funds 
invested outside the business. 
Very truly yours, 
(Signed) L . P. COLLINS. 
February 2, 1923. 
Editor, The Journal of Accountancy, 
135 Cedar Street, 
New York. 
D E A R SIR: 
Your courtesy in sending me M r . L . P. 
Collins' criticism of my article entitled, 
"Sinking Fund Method of Amortizing 
Franchises" which appeared in the Janu-
ary number of the Journal of Accountancy, 
is much appreciated. The subject is so 
highly technical and complicated that em-
phatic assertion in favor of, or against, the 
sinking-fund method may easily convince, 
unintentionally mislead, and remain un-
challenged except after deep thought and 
consideration on the part of the reader. 
I am glad, therefore, to contribute whatever 
I may in searching out the facts of a con-
troversial matter, both sides of which off-
hand may appear to have merit. I shall 
attempt first to refute M r . Collins' argu-
ment against the straight-line method, and 
later show wherein the sinking-fund method 
fails to accord proper treatment to the 
amortization of a franchise. 
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M r . Collins, in the premise set forth in 
the second paragraph of his criticism, nar-
rows down the issue until it becomes a 
question as to the disposition of the cash 
resulting from earnings ($50,000). Obvi-
ously, if $6,250, being one-eightieth of the 
franchise cost ($500,000), is reserved, there 
wi l l be available for dividends only $43,750, 
and the amount corresponding to the re-
serve ($6,250) will remain in the cash. 
Now comes the question of what to do with 
this cash. It may not be paid out as divi-
dends. It is not needed and may not be 
used for the extinguishment of liabilities, 
or put into additional property, because, 
according to the limitations imposed in 
establishing the conditions on which the 
premise is based, there can be neither other 
assets and liabilities nor further income and 
expense. A further reason why this cash 
may not be utilized for any of these pur-
poses is that it is needed to maintain the 
capital intact. In other words, $6,250 
has passed from the asset value of the 
franchise to cash. The replacement of 
capital invested in the franchise has been 
effected through earnings. And please 
note that the capital has not for a moment 
become impaired. The asset in which it 
was invested has only changed form. 
If the company should allow the cash 
representing earnings to remain undistri-
buted and should confine its dividends to 
$43,750 per annum, the cash invested an-
nually at 6% with the interest accretions 
on the accumulated sum would, at the 
end of eighty years, produce $10,916,250. 
In other words, the company would thus 
build up a sinking fund, scientifically cal-
culated and based on annual deposits of 
$6,250. 
Without intending any discourtesy to 
M r . Collins, may I suggest that this pro-
cedure would be absurd. The sum to be 
amortized, and the capital to be kept in-
tact, is $500,000. If the company has in 
hand, at the end of eighty years, $500,000 
of assets representing the invested capital, 
every purpose, logical, ethical or legal wi l l 
have been served. Hence the question, 
"Why resort to a sinking fund, which calls 
for a compounding of interest and building 
up an illogical surplus?' 
If annual sums of $6,250 could be in-
vested in securities to yield 6% per annum, 
the simple interest on the accumulated in-
vestment from year to year would amount, 
in the course of eighty years, to $1,185,000, 
or an average of $14,812.50 per year. 
There appears to be no reason why this 
interest as earned from year to year should 
not be credited to income and paid out as 
dividends. In this way no part of the 
principal invested in order to accumulate 
$500,000 at the end of eighty years would 
be affected. The amounts of annual in-
terest would increase from year to year, 
and there would be a corresponding effect 
on the amount disbursed as dividends. 
Taken over the whole period, the position 
of stockholders, from a dividend point of 
view, would be very advantageous, since 
the increased dividends made possible by 
interest would average $14,812.50 per 
annum, whereas the annual loss in earnings 
from operations on account of the charge 
for amortization would be but $6,250. 
Under the straight-line method there would 
be available for dividends over the whole 
period and from all sources $4,685,000, as 
against $3,977,098.40 under the sinking 
fund method. 
In the event of a change in the ownership 
of the shares, all earnings, either direct or 
through interest, having been paid out as 
dividends, it appears that there would be no 
dispute as to the book value of the shares 
since there would be no surplus. It is not 
probable that either party would expect 
to base the sale price on a value which 
would comprehend the present worth of 
future earnings including interest. Other-
wise, it is not apparent where there would 
be any rare bargain, since substantially all 
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cash corresponding to surplus earnings and 
interest would have been paid out cur-
rently in liquidation of dividends payable. 
Having tried to dispose of M r . Collins' 
criticism of the straight-line method by 
reducing his premise to an absurdity, I 
should like to consider briefly one or two 
matters concerning the sinking-fund 
method, using M r . Collins' facts and 
figures. The sinking-fund method is subtle 
and intriguing. I confess to having been 
tempted astray by it on more than one 
occasion, because it gives the appearance 
of releasing for dividends annually all but 
a small amount of the earnings from opera-
tions. This small amount is that which is 
necessary to be, on the one hand, charged 
against earnings and credited to reserve 
for amortization of franchise, and, on the 
other hand, taken out of general cash and 
deposited in the sinking fund. The an-
nual amount necessary to accumulate in 
eighty years, at 6%, a sinking fund of 
$500,000, and create a reserve in equal 
amount, is $286.27. 
A t the end of one year the value of the 
franchise, based on its cost and life, has 
decreased $6,250. If this loss in value is 
not met out of earnings the capital which 
the asset represents is depleted to that 
extent. The sinking fund method pro-
vides for the meeting of this decrease in 
value at the end of the first year to the 
extent only of $286.27, which is charged 
against the earnings and credited to the 
reserve. Hence the capital has been im-
paired to the extent of the difference, 
$5,963.73. A t the end of the second year 
the difference is a little less ($17.18) than 
twice this amount, due to the interest on 
the first deposit which has run during the 
second year and has been credited to the 
reserve. 
The sinking-fund reserve is a laggard. 
It never catches up with the amortization 
until maturity. The following table shows 
the discrepancy between the sinking-fund 
amortization reserve and the straight-line 
amortization reserve, the latter of which 
correctly reflects at all times the extent 
to which the value of the asset has declined. 
End of Year 
Ten. . . 
Twenty 
Thirty. 
Forty. . 
Fifty. . 
Sixty. . 
Seventy 
Eighty. 
Straight-Line 
Reserve 
$62,500.00 
125,000.00 
187,500.00 
250,000.00 
312,500.00 
375,000.00 
437,500.00 
500,000.00 
Sinking-Fund 
Reserve 
$3,773.27 
10,530.61 
22,631.99 
44,303.71 
83,114.46 
152,618.60 
277,089.94 
500,000.00 
Extent of 
Impairment 
$58,726.73 
114,469.39 
164,868.01 
205,696.29 
229,385.54 
222,381.40 
160,410.06 
No argument should be needed, it seems, 
to convince one that a franchise granted 
to run for a term of years and without the 
privilege of renewal has no value at the 
date of expiration. If this is so the cost 
of the franchise should be spread over the 
life thereof, so that each accounting period 
of the same length wil l absorb an equal 
amount. If the charge in any period is 
not met out of income the result will be an 
impairment of capital. If all the net in-
come, exclusive of a charge for amortization 
of franchise, is declared away as dividends 
and the dividends are paid, the act may 
apparently be construed with propriety as 
a payment of dividends out of capital. It 
is illegal in most states, if not all, to pay 
dividends out of capital. 
The sinking fund method of amortizing 
franchises therefore appears to leave a 
company which permits of its use always 
in the position, until maturity, of having 
sustained an impairment of capital the 
cause of which is found in the payment of 
dividends. 
M r . R. J . Leo, manager of the Portland 
office, delivered an address before the first 
annual convention of the Oregon Automo-
tive Trade Association, held in Portland on 
February 7, 1923. The subject of M r . 
Leo's paper was "Cost Accounting." 
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Clear Trails 
ON E of the arguments often advanced in favor of a corporation is that its 
existence and continuity of operation do 
not depend on the life of any particular 
individual. Those who have relations 
with the corporation may develop prefer-
ences as to the representatives through 
whom they transact business. One indi-
vidual may be popular; another unpopu-
lar. There may be varying degrees of 
efficiency among employes. One or many 
employes may sever the connection. But 
in the background, assuming the respon-
sibility, the corporation must take up its 
place. 
So in public accounting the practitioner 
who establishes relations with clients must 
carry on regardless of what happens. If 
his practice is of sufficient size he may 
need assistants. And he may be able to 
employ assistants who will help him effect-
ively in his work. Some of these may 
take more interest in the work and work 
more intelligently than others. But again, 
whether their work is good or bad, the re-
sponsibility for giving satisfaction to the 
client rests with the practitioner. 
The development of business in this 
country has necessitated an intricate and 
complicated organization fabric. Big 
business calls for big organization. Con-
sequently, it has become necessary for 
some of those who practice public account-
ing to organize so as to meet the demands 
of large business enterprises with their 
many sided interests and widely scattered 
activities. Public accounting has assumed 
a position, international as well as national, 
in its scope. 
It may, therefore, not seem illogical if 
one of the principal problems of large 
organization for accountancy practice is 
found in the personnel and the working 
trail which it establishes. Of necessity 
large in number, shifting rapidly about, 
traveling hither and yon, turning over and 
fluctuating in size, the staff of any large 
firm is a matter of no small importance 
with which to reckon. Regardless of how 
careful the selection or conscientious the 
training, there is always much left to be 
desired. On the other hand, even given 
the spirit and the will , it is never possible 
for the members of the staff to attain that 
degree of perfection and smoothness which 
would make them interchangeable like the 
parts of a machine. The intelligent 
thought which accountancy demands of its 
practitioners, irrespective of grade or 
rank, forbids that this should be so. 
But there is offered in the form of work-
ing papers a means whereby the substi-
tution, replacements, or shifting of staff 
may be effected with a minimum amount 
of friction or lost motion, requests of clients 
for assignment of certain men may often 
be met, questions of clients answered and 
involved situations explained. Not long 
since the staff requirements of a newly 
opened practice office made necessary the 
transfer of a certain man. A n important 
client expressed great regret at this be-
cause the accountant was well into one of 
his engagements which, although at the 
time suspended, was to be completed at a 
later date. The client was somewhat 
placated when shown the working papers 
left behind by the accountant in question 
and assured that an equally competent 
man would pick up the threads and carry 
the engagement on to completion with no 
loss of time. And such later proved to be 
the case to the eminent satisfaction of the 
client. 
The extent to which matters of this 
and the other kinds mentioned become 
possible depends on the appropriateness, 
clearness, and completeness of the papers. 
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Investigation shows that many account-
ants make more working papers than are 
necessary. Rare judgment is required 
to determine what is appropriate under the 
circumstances of a given engagement. 
•The things which need to be covered are 
those which are not easy to follow. What-
ever is or should be apparent to the person 
of average accounting intelligence needs 
no special explanation. The data which 
should be set forth is that which will 
answer the meanest and sharpest question 
which anyone, friend or foe, might ask. 
Many papers are appropriate but not 
clear, while others are both appropriate 
and clear as far as they go, but do not fol-
low the matter to a conclusion. 
Clear trails are indicative of good work 
and clear thinking. They are helpful to 
the fellow who has to follow, whether it be 
an accountant on a repeat engagement or 
a principal who has to discuss matters 
with clients long after the man who did 
the work has forgotten about it. After all, 
the firm has to take up its place in the back-
ground, ready always to discuss, explain, 
or render service to clients, whenever or 
wherever required, and irrespective of 
when, where, why, how, or by whom, the 
work was done. Clear trails make such 
responsibility easier to undertake. 
Judgment Guiding Financial Statements 
(Continued) 
OP I N I O N S may differ as to the effect which laws providing for preferred 
capital stock without par value may have 
on the affairs of corporations and individ-
uals who are stockholders therein. There 
are always persons who view any attempt 
to point out possible pitfalls as destructive 
criticism. And opinion to the effect that 
laws permitting the issue of no-par value 
preferred stock are inviting involvement 
may be quite properly challenged. But 
the signs set up by many actual cases point 
so sharply to the conclusion that one who 
so opines need have little fear of being dis-
credited. 
A recent case shows a corporation having 
three classes of stock; cumulative pre-
ferred, convertible preferred, and common, 
all shares having a par value of $100 each. 
The balance sheet at a given date reflected a 
fair margin of surplus. 
The company was reorganized by the 
formation of a new corporation having 
four classes of shares, all without par value, 
namely, cumulative preferred class A , 
cumulative preferred class B , convertible 
preferred, and common. The new stock 
was exchanged with holders of the old 
stock, share for share, except that for each 
two shares of old cumulative preferred a 
holder received one share of cumulative 
preferred class A , and one share of cumu-
lative preferred class B . Incident to the 
transfer of values from the old to the new 
corporation certain assets were written 
down to the extent of several millions. 
When the balance sheet of the new cor-
poration was set up the work of assigning 
proprietary interests in the excess of assets 
over liabilities developed a peculiar condi-
tion. The provisions of issue gave values 
in liquidation to the shares as follows: 
Class A , $100 per share plus any accumu-
lated or accrued and unpaid dividends; 
class B, $127.50 per share, less any part of 
$27.50 per share which might have been 
declared as additional dividends, plus 
any accumulated or accrued and unpaid 
regular dividends of the new corporation; 
convertible preferred, $100 per share; 
common, any remaining assets. 
Attempting to take out the proprietary 
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equities in the order of preference and on 
the basis of liquidation values, it was soon 
discovered that not only was there nothing 
left for the common stockholders, but that 
the holders of convertible preferred shares 
would suffer a substantial reduction from 
the value per share to which they were en-
titled in liquidation. 
It may be said, of course, that this posi-
tion and assumption is based on a condi-
tion existing at the beginning of business 
on the part of the new corporation, and 
that future earnings would probably cure 
the condition and make good at least the 
equity of the convertible preferred shares. 
But the fact remains that were the shares 
all to have a par value, few corporations 
would care to present a balance sheet 
showing an impairment of two classes of 
capital stock. 
There appeared to be nothing to do 
under the circumstances surrounding a 
corporation having an excess of assets over 
liabilities with various classes of preferred 
and common stock but to show the excess 
as representing so and so many shares of 
preferred stock at the various liquidating 
preference values and so many shares of 
common stock. For example: 
Excess of assets over liabilities. . $3,000,000.00 
Representing: 
10,000 shares, cumulative pre-
ferred stock class A, 
without par value, en-
titled in liquidation to 
$100 per share plus ac-
cumulated or accrued 
and unpaid dividends. 
10,000 shares, cumulative pre-
ferred stock class B, 
without par value, en-
titled in liquidation to 
$127.50 per share, etc. 
20,000 shares convertible pre-
ferred stock, without 
par value, entitled in 
liquidation to $100 per 
share. 
50,000 shares, common stock, 
without par value. 
This obviously is something of a novelty 
in balance sheets and it leaves stockholders 
to figure out for themselves, so to speak, 
just what the respective classes of shares 
are worth. 
Later developments produced further 
complications. A t the first balance sheet 
date after incorporation of the new com-
pany there was a surplus arising from 
operations of, say, $100,000; one dividend 
had been paid on the class A stock; the 
first dividend on. the class B stock had been 
passed. This situation was met on the 
balance sheet by adding the surplus from 
operations as a separate item below the 
display of capitalization; revising the 
previous caption to read, "Excess of assets 
over liabilities January 1, 1922" (date of 
reorganization); and appending a footnote 
to the balance sheet showing that the divi-
dend on the class B stock had not been 
declared at the regular date, and that a 
cumulative right had therefore accrued to 
the holders of such stock. 
On the basis of this case the question 
may be asked, "Does or does not the law 
authorizing preferred stock without par 
value give promise of causing trouble in 
the future?" 
(To be continued) 
A t a meeting of the Office Managers' 
Section of the Manufacturers Club of 
Minneapolis, on January 19, 1923, M r . 
A . F . Wagner, associate manager of the 
Minneapolis office, gave a talk on general 
accounting systems suggested for an ideal 
manufacturing company. 
M r . F . S. Shy, formerly a member of the 
staff at 30 Broad Street, New York, and 
now attached to the Boston office, has our 
congratulations on his attainment of the 
C. P. A . certificate of the State of Massa-
chusetts, in November, 1922. 
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Accounting from the Business Slant 
IT would probably sound incongruous to 
say that accuracy is the curse of ac-
counting. Yet, viewed from a certain 
angle, there is something akin to sense in 
the suggestion. 
There are still many persons whose idea 
of an accountant is that he is quick and 
clever at figures. Many business men still 
judge financial statements on an artistic 
basis, stressing particularly the point of 
accuracy. 
With many accountants accuracy and 
technical presentation are fetishes, the 
worship of which warps their sense of 
proportion and interferes with a common 
sense perspective. 
Again, it may seem strange to reiterate 
what has been enunciated before; that no 
balance sheet or income statement is ever 
accurate. The findings are said, and often 
certified, to be correct, but after all the 
degree of accuracy is one that is relative 
rather than absolute. 
The important thing about any state-
ment is the information which it conveys, 
and the significance which the information 
has. Financial statements are but a medi-
um for the expression of conclusions derived 
from a scheme, known as accounting, for 
recording, classifying, grouping and arrang-
ing the financial data incident to business. 
Accounting is, therefore, but a means to 
an end; an adjunct or tool of business; a 
device for furnishing information. It 
appears, consequently, that the data which 
accounting produces and reflects by means 
of financial statements should be regarded 
in the light of its business significance 
rather than reviewed from the standpoint 
of precision and form. 
What is the position of the company 
as an investment enterprise; in its relation 
to creditors; from a liquid standpoint; 
with respect to tax liability; as to proper 
proportions between fixed and current 
assets, and owned and borrowed capital? 
What are the tendencies indicated by these 
factors when compared with conditions 
existing at a previous date? What rela-
tion do the costs, expenses, and charges, 
and gross and net profits, bear to sales; 
net income to capital invested? How 
many times was the bond interest earned? 
How much per share was earned on the 
various classes of stock? What was the 
turnover of merchandise stock; of capital; 
the relation of sales to plant? How do 
the classes of expense stand within their 
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respective groups? How do all these 
things compare with preceding periods? 
Such is the information which helps 
business men to administer intelligently, 
not a prominent display of some item of 
deferred expense or accrued salary, com-
puted with painstaking accuracy and 
inserted in an attempt to be precise, but 
wholly insignificant in the light of total 
assets and liabilities, and of no particular 
interest to anyone. 
The progressive business man looks at 
financial statements always from the busi-
ness slant. He is not as concerned with 
what the statement is as what it means 
and what it indicates to him he should do 
or refrain from doing. The proper func-
tion of accounting is to furnish the financial 
facts of business. But any accountant 
who becomes so absorbed in the technicali-
ties of his work as to overlook the business 
slant misses fire completely. 
The Danger in Book Inventories 
TH E R E is perhaps no one item on the balance sheet with so many ramifica-
tions which are of interest as inventories. 
In many industries the inventories are 
among the most important assets with 
which the business is carried on. Fre-
quently they represent a large portion of 
the capital investment. As a consequence 
of these facts the value at which the in-
ventories are shown may have a marked 
effect on financial condition. 
The term inventory signifies stock-taking 
and implies that the physical property to 
which the title relates has been counted 
and listed. Seeing the word inventories 
on a balance sheet one is entitled to assume, 
unless some qualification appears, that 
the values shown are based on a physical 
count. 
Given this condition, wherein obsolete, 
unusable, or unsaleable items have been 
either excluded, or priced at not more 
than recovery value, the next question 
becomes one of valuation. While there 
are exceptional cases, like the packing 
industry, where sales prices are used con-
sistently, the well-settled valuation prac-
tice is cost or market, whichever was lower 
at the date of inventory. Orthodox pro-
cedure, such as the foregoing, would offer 
little ground for technical criticism so long 
as the books had been adjusted to make 
stock records conform with the physical 
condition and the adjustments had been 
applied to the costs. True, there would 
be questions from the standpoint of man-
agement as to relations between inventories 
and production requirements, and as to 
the proper balance between capital tied 
up in inventories and total working capital, 
etc., but that aspect is beyond the purview 
of this discussion. 
What does call for technical concern 
and critical consideration is the situation 
wherein closings are based on book records 
and inventory values derived therefrom 
are used for balance sheet purposes. The 
ground for concern is found, first, in the 
possibility that there may have been wide 
divergence between the book records and 
the physical stock; second, that cost may 
mean cost when purchased and that some 
of the stock may have been in hand for 
a long time, or a fixed price may have been 
used; and, third, that while physical 
stocks may have been exhausted several 
times since the last physical inventory was 
taken, the book records may not have 
been adjusted at such times. 
Nothing short of an extensive study of 
the stock records and prices used in figuring 
costs wil l serve to determine accurately 
the fairness of book values used for balance 
sheet purposes where physical inventories 
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were not taken. Obviously, nothing can 
exactly supply the information which a 
physical inventory at a given date would 
have disclosed and determine what, i f any, 
adjustments of book quantities would have 
been made necessary thereby. But the 
fact may remain that the client, for one 
reason or another, took no physical 
inventory. 
While the ordinary audit engagement 
does not involve this difficulty, as physical 
inventories are the rule rather than the 
exception, the auditor may suddenly find 
himself confronted with the problem, and 
called upon in the reasonable exercise of 
his duty to satisfy himself as to the valu-
ation placed on the inventories by the 
client. In a situation of this kind some 
basis for judgment is afforded by con-
sideration of the rapidity with which the 
component parts of the inventory were 
turned over during two comparable periods 
and the fluctuations in the market prices 
during the same periods. 
Take, for the sake of relative simplicity, 
the element of materials and supplies. 
Where adherence is had to a uniform basis 
of valuation, whether it be cost or market, 
in a fast moving market with slow turn-
over, the effect on the book inventory will 
be greater than where the reverse is true. 
Slow market and slow turnover will be 
less likely to result in any effect, as will a 
rapidly moving market accompanied by a 
rapid turnover. 
Where the rule of cost or market, which-
ever is lower, is used as a basis for pricing, 
the possibilities with respect to movements 
of the market in their relation to turnover 
are interesting. In a case where there has 
been a complete turnover of materials and 
supplies every two months there should be, 
at the end of any period, a supply sufficient 
for two months' operations, presumed to 
have been purchased some time in the two 
months prior to the date of the inventory. 
If the market has moved upward during 
the period of two months prior to the 
closing date there will be no adjustment 
necessary, since cost wil l be lower than 
market. If, however, the market has 
moved downward during the last two 
months of the period, the inventory values 
will be adversely affected to the extent of 
the divergence between cost and market. 
The valuation is not affected by the 
turnover period in a rising market, no 
matter how great or rapid the rise, but with 
a falling market the divergence becomes 
greater as the turnover period increases. 
Naturally, in a steadily declining market, 
goods which have been on hand three 
months will be susceptible to greater 
decline in value than those which have 
been carried but two months. 
A situation is sometimes found wherein 
the scheme for crediting stock and charging 
cost makes use of current market prices, 
regardless of the prices at which the 
materials and supplies were purchased. 
Where this scheme is in use, with the 
market moving downward and the turn-
over slow, the effect on inventories is to 
inflate them, through the scaling down of 
the credits to materials and supplies. 
In a recent case where physical inven-
tories had not been taken for two years, 
the books were closed December 31, 1922, 
on book values. Materials and supplies 
represented about sixty per cent. of the 
total inventory. A study of figures taken 
from the financial and statistical state-
ments suggested grounds for questioning 
the valuation placed on the materials and 
supplies. This step, however, seemed de-
sirable from the point of view of profes-
sional service to the client, in an effort to 
save him from a possible sudden and un-
expected adjustment when the next 
physical inventory is taken, rather than 
to question the matter seriously from a 
technical standpoint, since judged in the 
light of the total assets any over-valuation 
would have been relatively inconsequential. 
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The study from which these conclusions 
were reached ran somewhat as follows: 
Based on figures taken from the general 
books, the stock of materials and supplies 
was turned over five times in 1921 and 
6.3 times in 1922. These turnovers indi-
cate that the average supply of materials 
in 1921 was equivalent to 2.4 months, and 
in 1922 to 1.9 months. 
Using figures taken from the general 
books and financial reports, which included 
certain statistics, covering the years 1922 
and 1921, it appeared that the average 
cost of materials per unit of sale had 
decreased in 1922 about twenty per cent. 
from the cost of the same element in 1921. 
Taking this cost of material per unit in 
1922 as a basis and assuming that the 
number of units produced in December, 
1922, was equivalent to the number of 
units sold in that month, and further, that 
production would continue at the same 
rate for a reasonable period, the inventory 
of materials and supplies on hand at 
December 31, 1922, according to the books, 
would have been sufficient for a period of 
two and one-half months. To put the 
matter differently, based on December, 
1922, production and 1922 costs of material 
per unit and turnover, there should have 
been on hand at December 31, 1922, 
enough material to produce 3,200 units, 
whereas the book figures indicated a 
sufficient stock to produce 4,100 units. 
These results are out of line with the 
supply sufficient for two months, which, 
indicated by the turnover of 1922, should 
have been on hand December 31, 1922. 
In other words, the supply on hand was 
equivalent to two and one-half months, 
whereas turnover figures indicate that the 
supply should have been adequate for not 
more than two months. 
Further substantiation of the ground 
for question was found in a comparison 
of the downward trend of material costs, 
according to the client's figures, when 
contrasted with the fluctuations in price 
levels for basic materials used in the 
manufacture of the product under con-
sideration during the past two years. 
Index numbers reflecting price levels for 
materials used in this industry show that 
with 100 as a base, prices in January, 1921, 
stood at 132. The price level then moved 
downward to July, 1921, where it stood at 
107 until January, 1922. The lowest 
point reached was in Apri l , 1922, when the 
price level went to 105. Since that time 
the trend has been upward, running from 
120 in July, 1922, to 134 in November, 
1922. The average price level for basic 
material used in this industry was two 
points higher in 1922 than in 1921. 
In the face of this movement of the 
commodity market, latterly showing an 
upward trend, it is difficult to reconcile 
the decrease of 20 per cent. in the client's 
material cost per unit in 1922 when com-
pared with 1921. There would seem to 
be but one conclusion, namely, that some 
method of pricing materials consumed 
was used, which, instead of keeping step 
with the market movement in 1922, re-
sulted in a declining series of material 
cost calculations, and, failing to apply 
sufficient credit to the book value of 
materials and supplies, left the book 
inventory standing at an inflated value. 
Care should of course be observed in a 
study of this character to narrow the 
consideration down to the various elements 
of cost. Otherwise the fluctuations of one 
element may modify or offset the others. 
A case in point is found in the situation 
during the latter half of 1922 when material 
and labor costs per unit generally rose, 
while burden costs per unit fell. The 
latter was accounted for by the general 
increase in production and was sufficient 
to keep the total manufacturing cost from 
fluctuating sharply. 
It is infinitely more important, where the 
auditor encounters a case in which book 
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Judgment Guiding Financial Statements 
(Continued) 
TH E moot question of reserves bobs up ever and anon. Some day it is to be 
hoped rationalism will clear away the 
confusion which has prevailed for many 
years, and compose the differences which 
the subject provokes. 
The first difference which must be recog-
nized apparently is that reserves are at 
least of two kinds: those which represent 
restricted surplus and those which are 
bookkeeping expedients for measuring de-
creases in values without disturbing the 
asset accounts. The first class may be 
characterized as true reserves; the second, 
false reserves. 
Comparison of the two classes shows 
them to be not only different in character, 
but opposite in their relation to financial 
condition. The true reserve represents 
value, although set aside and ear-marked 
so as to prevent its appropriation for 
dividend purposes. The other class de-
notes lack of value, and indicates the 
extent to which value is estimated to have 
disappeared. 
The differentiation then should be taken 
into consideration in preparing a balance 
sheet, because of the significance bearing 
on financial condition. True reserves, 
being portions of surplus restricted as to 
use, may correctly, it seems, be shown on 
the same side and in the same group as the 
capital and surplus. Whereas, the re-
serves which measure declines in value 
should more appropriately be deducted 
from the assets to which they relate. 
This rule, while apparently simple, is 
often attended with difficulty in its appli-
cation, because the purity, so to speak, of 
the various reserves is not maintained. 
Reserves for depreciation are properly 
deducted from the property assets, but to 
conform to the rule the reserves should 
contain nothing other than depreciation. 
Special provision for anticipated, although 
uncertain obsolescence, theoretically has 
no place in a depreciation reserve and 
should, strictly speaking, be set apart by 
itself, and so designated. Practically, the 
controlling influence should be the pro-
portions existing between the depreciation 
and special obsolescence elements. That 
is to say, if the preponderance of the 
reserve represents depreciation, although 
there is an element of obsolescence in-
volved, practicality permits the reserve 
to be deducted. On the other hand, if 
the reserve is true and the depreciation 
element is the smaller, the reserve may 
be set up broad. This infraction of rules 
is made necessary by the mixing of the 
two elements. It might be avoided i f 
two reserves instead of one had been set 
up, in which event the reserve for depreci-
ation would be deducted, while the reserve 
for obsolescence would be set up broad. 
Something of the same thing sometimes 
happens with regard to the reserve for 
doubtful accounts. The reserve sometimes 
will cover not only certain accounts which 
are doubtful of collection, but make 
provision for uncollectible accounts which 
may develop in the future. Again, strictly 
speaking, the reserve is a mixed one, and 
only that part which applies to accounts 
receivable already on the books should be 
deducted from the asset. But because 
of the practical difficulty of separating 
values have been used for inventory 
purposes, that consideration be given to the 
aspect of general valuation and the ques-
tion of relative importance, than to meticu-
lously transcribing the client's records and 
balancing out the pennies. 
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the reserve, this is seldom feasible and it is 
usually safe, unless the element of provision 
for anticipated losses on future sales is 
excessive, to deduct the reserve. 
Procedure in the matter of handling 
reserves should always be guided by com-
mon sense. One may wish ever so strongly 
that reserves might have been set up in 
sufficient number, and with sufficient care 
to permit of proper allocation on the 
balance sheet, but wishing is frequently 
beside the point. Even though the differ-
entiation of reserves and the disposition of 
the respective classes in accordance there-
with may be accepted, it is still sometimes 
difficult to treat them properly and con-
sistently, because of the mixed elements 
which they contain. In such cases one 
should incline to the conservative, which 
leans towards deducting the reserves 
from the assets. Equal care must be 
observed, however, that the conservatism 
is not carried too far and violence done 
to the surplus. 
A Way Out 
A C E R T A I N New York corporation having accumulated a deficit equal 
to about forty per cent. of the capital stock 
outstanding and feeling an urge to clean 
house, as it were, sought the means through 
a change in the form of capital stock from 
common stock having a par value to 
common stock without par value. The 
procedure adopted was to file an amended 
charter providing for a stated capital, 
with which the corporation would carry 
on business in the future, equal to the 
number of shares outstanding, at $5.00 per 
share, the minimum value permitted under 
the New York statutes when the stated 
capital is based on an amount per share. 
Incident to the change in the form of 
shares certain physical assets were written 
down to their intrinsic value and reserves 
were provided for possible losses resulting 
from uncollectible accounts. These write-
downs would, if no change had occurred 
in the capitalization of the corporation, 
have resulted in an impairment of the 
capital represented by the capital stock 
with par value to the extent of about 
seventy-five per cent. thereof, but after the 
change in capitalization, with minimum 
stated capital, a surplus appeared. 
This case presents several interesting 
questions, such as the legality of the 
procedure, the income tax aspect, and the 
position of creditors in the event that 
dividends to the detriment of creditors 
should be declared out of surplus without 
further accretions thereto from earnings. 
The procedure appears to be entirely legal 
under the New York State law, which, 
through alternative provision, makes it 
possible, so long as the charter so specifies, 
for the corporation to carry on business 
with a stated capital equal to the number 
of shares outstanding times an amount per 
share not less than $5.00. The corporation, 
therefore, was apparently within its legal 
rights in reducing the capital, as was done. 
The tax question is perhaps not so easily 
answered, but there is probably no chance 
that there would be income tax to pay, 
since such surplus as was set up really 
constituted capital designated as surplus, 
and instead of having a profit of any 
description the corporation in reality 
sustained a loss. 
It is also doubtful if creditors could 
prevent the distribution of dividends out 
of surplus, but it seems somewhat likely, 
although it is a point which future cases 
will probably have to decide, that the 
corporation might be found in violation 
(To be continued.) 
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of the law for paying dividends out of 
capital. The outstanding question for 
practical purposes is whether or not the 
excess of assets over liabilities and stated 
capital becomes, under a readjustment of 
capital in the case of shares without par 
value, free surplus available for distribu-
tion as dividends, or invested capital 
designated as surplus. 
Out of the Past 
Charles Waldo Haskins, an American 
Pioneer in Accountancy. (New York, 
Prentice-Hall, Inc., 1923. 128 p. $2.50.) 
In these days when the American public 
is deriving so much of interest and inspira-
tion from the lives of some of the country's 
great men, it need not seem strange if 
students of accountancy find stimulation 
in the biography of one of the profession's 
pioneers. 
The Americanization of Edward Bok, 
said to be still coming from the press at 
something like five thousand copies every 
three weeks, has proved, in some opinions, 
the most popular book of its kind since 
the Autobiography of Benjamin Franklin. 
What Bok's book has been to the general 
public, Charles Waldo Haskins' life, from 
an inspirational point of view, may well 
be to the vast army of accountants in the 
making. 
In addition to furnishing some of the 
historical background of American ac-
countancy, through the contribution of 
certain rare information bearing on the 
inception and early development in that 
field, the book offers opportunity for meas-
uring, to some extent, the progress which 
the profession has made in the last two 
decades. As one looks on the situation 
today, with laws making provision for the 
practice of accountancy in every state in 
the Union, including the District of 
Columbia, thousands of students taking 
accountancy instruction in hundreds of 
educational institutions, a large and ever 
growing body of practitioners serving per-
haps thirty to forty per cent. of the busi-
ness concerns of the country, one might 
easily imagine that M r . Haskins projected 
his thoughts twenty years into the future. 
Seeing not only what the marvelous de-
velopment in accountancy might be, but 
what would be needed for the successful 
building of a body of trained men, com-
petent to render a high type of profes-
sional service to the business world, M r . 
Haskins prescribed the qualifications which 
he regarded as essential to preparation for 
such service. The following taken from 
his address at the opening session of New 
York University, School of Commerce, 
Accounts, and Finance, is an example: 
"No attempt will be made in the school to 
foster the notion that commerce or accoun-
tancy is a royal road to wealth, or to leisure, 
or to unmerited social position; but in addi-
tion to the intellectual qualifications of talent 
for observation, power of perception, patience 
of investigation, presence of mind, judgment, 
reflection, order and method, aptitude for 
calculation, abstraction, memory, mental ac-
tivity and steadiness, which it is hoped the 
student will possess in some fair degree, the 
moral virtues of honesty, candor, firmness, 
prudence, truth, justice, economy, temper-
ance, liberality, politeness, good temper, self-
control and perseverance will be inculcated 
as necessary to his own personal welfare and 
the stability of the business world." 
This, and many other choice passages, 
exemplifying the clear vision, keen judg-
ment, and true wisdom of a great leader 
who has been brought out of the past by 
his biographer to speak again, should not 
be without influence in elevating the ideals 
of students, in helping to improve the 
quality of instruction in accountancy 
schools, and in refining the professional 
practice of accountants who, taking a 
quiet hour aside for enjoyable perusal of 
the volume, will accept the message which 
it carries. 
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The biography, written at M r . Sells' 
request, has been well done by M r . William 
George Jordan, a well-known author, in an 
interesting style, which makes the reading 
easy and pleasant. It traces M r . Haskins' 
ancestry, his life and career, describes his 
meeting with M r . Sells, and some of the 
more important of their professional en-
gagements. M r . Sells has contributed a 
foreword in which he pays high tribute of 
admiration and respect to his former asso-
ciate and co-worker. The workmanship 
on the book makes it worthy to grace the 
library of the most discriminating biblio-
phile. 
Book Review 
Palmer, L . E . , and Bell , W . H . Account-
ants' Working Papers. (New York, The 
Ronald Press Company, 1923. 194 p.) 
While the names of the authors of this 
valuable addition to accountancy literature 
are sufficient guarantee that the work is 
meritorious, one cannot help but be im-
pressed in examining the book by the fact 
that it is essentially helpful. Not only 
does the text impress one in the discussion 
of theory, but the numerous illustrations 
stand out and tell their story in a way 
which speaks much louder than mere 
words. 
The volume is essentially a practical 
one, and much of its value lies in showing 
how working papers should look, than 
which there is no better method of instruc-
tion. This comment applies with par-
ticular force to the subject of consolida-
tions. While something has been written 
on this subject in the past, it is doubtful 
if anywhere has the matter been treated 
from an illustrative point of view as 
succinctly as in the present work. The 
illustrations are taken from cases where 
the work of consolidation is a man's job, 
and the authors have courageously gone 
the limit in presenting the illustrations. 
There is much which might be said 
concerning the general excellence of the 
treatise, and little fault to be found in the 
way of shortcomings. The present volume 
is in the same style, size and binding as 
M r . Bell's book on "Accountants' Re-
ports," is a worthy accompaniment there-
to, and wil l doubtless be used much in 
conjunction therewith. 
"Accountants' Working Papers" is dedi-
cated to M r . Homer A . Dunn, to whom 
the authors acknowledge their indebted-
ness for inspiration. Evidence of such 
inspiration is seen throughout the work, 
reflected in the practical treatment of 
various matters. We wish for the authors 
the large measure of success which their 
painstaking effort merits. 
A t a meeting of the Chicago Association 
of Commerce held in Chicago on January 
17, 1923, M r . G . W . Rossetter was re-
elected chairman of the Ways and Means 
Committee of the Association for the 
ensuing year. 
We are pleased to note that M r . T . R. 
Young, manager of the Denver office, has 
been elected president of the Colorado 
State Board of Certified Public Accoun-
tants for the coming year. 
M r . E . E . Leffler, manager, Buffalo 
office, gave a talk before the Kiwanis Club 
of Buffalo, at their weekly luncheon on 
February 21, 1923, entitled "Certified 
Financial Statements as a Basis for 
Credit." 
M r . Leffler has recently been elected 
a member of the Advisory Committee of 
the School of Business Administration of 
the Y . M . C. A . Institute of Buffalo. 
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Selling the Picture 
ON C E upon a time an artist attempted a picture which would typify his skill 
and win him abundant financial reward. 
When the subject had been determined, 
the work was executed with attention to 
detail which, from an artistic point of view, 
made the painting well-nigh perfect. But 
difficulty came when he tried to sell the 
masterpiece. The subject was a barn door. 
And no one was interested in a barn door, 
no matter how beautifully it had been 
portrayed. 
The analogy in accountancy is doubtless 
present more often than we have any idea. 
How frequently are we slaves to form at the 
expense of substance? Is it not true that 
we are at times so absorbed in technical 
procedure that we forget the purpose of 
our product? What profiteth the accoun-
tant if he turn out a piece of work perfect 
in technical form and detail while the re-
sult is one in which the client is not in-
terested, or one for which he has no use? 
While a certain amount of consistency 
and uniformity is essential, and theory 
there must be, the task to which the ac-
countant must address his efforts is finding 
out what will be most appropriate and 
useful under the circumstances and most 
likely to meet the interest, wishes, and 
needs of his client. 
There is possibly no field in which more 
study must be given to each individual 
case than accountancy. Matters of simi-
larity which recur frequently, in time afford 
a basis for the formulation of rules guiding 
procedure. And such rules have their 
place and use. But the seasoned practi-
tioner will not hesitate to cut away rules, 
theory, and tradition, and go to the heart 
of the matter when common sense shows 
clearly what should be done to meet the 
needs of the situation in hand. 
Common sense is apt to proceed from 
intelligent consideration of what the ac-
countant has been engaged to do, what use 
is to be made of his work, and what is 
necessary in order to give satisfaction to 
the client. A fine report without any point 
might better be left unrendered. Any 
piece of work, no matter how well done, 
which does not serve the client's legitimate 
purpose is like the painting of the barn door. 
Is it reasonable to expect that this sort 
of thing will make for goodwill, lead on to 
additional engagements, or result in recom-
mendation to others who may be in need 
of the services of accountants? 
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Reminiscence 
By GEORGE WILKINSON , C . P. A . 
(Now and for many years a leader in accountancy affairs in this country) 
WE L L do I remember a cold, rainy Sunday evening when I met M r . 
Haskins by previous appointment at the 
old Queen's Hotel in Manchester. It was 
after eight; the streets were unusually 
dark, as it was Sunday and the shop lights 
were out. The rain pelted down on the 
glass front of the hansom cab as it splashed 
along Oxford Street and Portland Street 
on the way to the Queen's Hotel. M r . 
Haskins had arrived that afternoon from 
London, and that Sunday evening, late 
in September, 1902, was the only time he 
could give me to talk over my plans for 
federating the several societies of public 
accountants organized under state laws. 
As the hansom clattered over the wet 
Belgian blocks of Portland Street, and the 
rain played a ceaseless tattoo on the can-
vas-covered cab, I wondered what sort of a 
reception the Big Fellow would give to the 
idea. Lybrand and the Pennsylvania As-
sociation, Max Teichman and the Mary-
land fellows, Joe Goodloe and the Ohio 
bunch, Harvey Chase and the Bostonese, 
and all the other state society presidents 
had endorsed the plan of the Illinois Asso-
ciation, but what would the Heap-Big-
Chief say to me? 
Well I knew that what Charles Waldo 
Haskins would say would go with the 
biggest society of them all. It was with 
some trepidation then that I jogged along 
to the promised interview. I had only 
met M r . Haskins once or twice. I won-
dered whether he really would remember 
me. 
"Yes, sir, M r . 'Askins is h'expecting you, 
sir," said the lift-boy. "Step in, sir, and 
I ' l l run you hup." 
A hearty welcome, a warm hand-shake, 
and a cheery coal fire awaited me in the 
Big Chief's sitting room. 
"Boy, take the gentleman's coat and 
umbrella. Sit down, Wilkinson. Rotten 
weather. Good of you to come down here 
tonight. A m tied up with appointments 
tomorrow. Must get back to London on 
the night train. You mentioned in your 
letter that you were over here to attend a 
Golden Wedding anniversary. How are 
the old folks?" Thus the Big Chief put 
an end to formality. 
Did he want to read over the tentative 
draft of the by-laws of the federation? 
He did not! Did he want to know what 
the other society presidents had said about 
it? He did not! 
"Never mind the details, Wilkinson; tell 
me what you want to do." I told him. 
It didn't take long to outline to a man 
whose vision was so clear the plan which 
the Illinois Association had brought for-
ward to federate in one national body the 
several societies of public accountants in 
the United States. The short recital over, 
the answer came promptly: "Bul ly scheme, 
Wilkinson, let's do it. New York will come 
in . " And so it was settled. What had 
looked so doubtful in the prospect seemed 
so easy in the fulfilment. The Big Chief's 
enthusiasm for the plan was one of the 
happiest memories of my visit to England. 
The rain had ceased and the cool washed 
air, through the open window of the cab, 
tasted good, as the little brown horse 
jogged briskly along the well-paved street 
on the three-mile drive to my parents' 
home. A l l doubt about the federation 
going through was ended. 
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Our Friend, The Book 
By A N N A BURNS , Librarian, Executive Offices 
A F T E R the long sleep of winter, the 
season of nature's awakening is at 
hand. Like a hibernating animal, the city 
dweller comes out of the steam-heated 
house that has sheltered him during the 
winter months, and fills his lungs with 
fresh air. Everyone rejoices in the spring. 
The outlying country is an allurement 
not to be resisted, and the end of every 
week sees thousands streaming out of the 
city for the refreshment and vitalizing 
breath of the open fields. Here one finds 
awakening life everywhere. The piping of 
frogs, the songs of birds, the unfolding of 
myriads of tiny leaves, are evidences of 
the new activity spreading over the world. 
The fields, under the hand of the farmer, 
lie richly brown in the sunshine, ready to 
yield the fruits of the earth. 
But no matter how rich and full of 
promise the soil may be, it cannot yield its 
fruit without cultivation. Left to itself 
the earth becomes fallow or rank. 
These thoughts steal upon the mind 
rather idly, it must be confessed, as the 
landscape glides rapidly past a car window. 
And the analogy that we like to feel is ever-
present between nature and man immedi-
ately suggests itself. 
For a man's mind, if it is to be produc-
tive, must also have cultivation. His 
faculties must be used and developed during 
his childhood and youth. His memory 
must be trained. His intelligence becomes 
more keen, his taste more discriminating. 
His will is strengthened by contact with the 
actualities of existence. His character 
affirms itself more and more under the in-
fluence of his environment and the prob-
lems he is called upon to face. 
None of this gradual development of the 
personality is possible without care, nur-
ture, instruction on the part of others, and 
effort. 
The mere act of living may be made a 
part of the process of cultivation. In fact 
there is no part or parcel of our life and 
work that cannot be made a contributing 
factor. In a more obvious and tangible 
sense, however, the greatest instrument for 
cultivation ready to our hand is the book. 
Books are truly all things to all men. The 
definition found in the dictionary—"a num-
ber of sheets of paper bound or stitched 
together"—falls so far short of the vital, 
energizing thing that a book may be that 
its literalness almost provokes a smile. 
Books minister to needs so diverse—prac-
tical, sentimental, recreative, or inspira-
tional—that it would be futile to attempt 
to consider them in bulk, as it were. Each 
book is an individual. There are books as 
impersonal as the dictionary itself; books 
for our work and business hours, as well as 
for our leisure; books which comfort us 
when we are i l l or sorrowful, or even those 
which put us to sleep—a quite worthy 
function, be it observed in passing. 
It has been remarked by some over-
conscientious reader that it is an insult to 
read while eating—whether the insult is 
to the book or the food was not made clear. 
The man whose daily habit it is to take his 
newspaper with his morning coffee knows 
that the thing can be done without hard 
feeling. 
Our serious concern, however, is with 
the book as an instrument of cultivation. 
Though reading, to be productive, should 
have a serious purpose, it does not neces-
sarily follow that it must be heavy or dull. 
On the contrary, it is one of life's delights, 
and like air and water, those other indis-
pensables, lies within the reach of all. 
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Reading satisfies a hunger of the mind. 
The motives which lead a man to a book 
vary with each one's mental makeup. He 
who is wise will neglect none of them. 
The most obvious and natural purpose in 
reading is for self-advancement. Our school 
years are our first initiation; and happy is 
the man whose taste, thus early formed, 
leads him to seek wider pastures. As we 
take up the work of life, we find the value of 
books increasing in direct proportion to the 
widening of our mental outlook and our 
worth to the community. This class of 
reading can never be laid aside; rather 
does it become more and more necessary 
as our interests and responsibilities in-
crease. 
We turn to books also for amusement 
and recreation—many times they may 
even be potent sedatives, bringing us a 
beneficent, if temporary, relief from the 
cares and trials of life; a forgetfulness 
which it is well to seek when the mind and 
body are weary or the nerves tense. A t 
another time a happily chosen book may 
act upon us like a tonic, pulling us out of 
the dull rut in which we sometimes settle 
down, and giving us the invigorating lift 
of a new idea or a fresh resolve. Such a 
book is a real inspiration in the most prac-
tical sense of the word. Like oxygen to the 
lungs, its refreshment acts upon the dor-
mant brain cells, energizing them into new 
life and activity. 
Of all the influences exerted by books, 
beyond question the most important to a 
man's inner life is the development of his 
imagination and the deeper forces of his 
nature. He cannot afford to neglect this 
enriching experience. 
So that books, those mere "sheets bound 
or stitched together," may bring un-
thought gifts. They are ours for the 
taking. 
Judgment Guiding Financial Statements 
(Continued) 
IN the case of a certain New York cor-poration having only common capital 
stock without par value the certificate of 
incorporation provides that the stated 
capital shall be $500, plus such amounts as 
shall be received from sale of stock to-
gether with any amounts which the direc-
tors may transfer from surplus. 
Certain of the shares were sold at $100 
per share; others at $50. Shares to the 
extent of seventy-five per cent. were issued 
to the organizers, in exchange for the right 
under a contract to manufacture certain 
patented automobile parts. The corpora-
tion did not acquire the patents; merely 
the right to manufacture and sell under 
these patents. The corporation officials 
wish to value the contract, in order to take 
advantage of any benefit which might 
accrue under a restoration of the excess 
profits tax. 
Now comes the question as to the proper 
basis and method of valuation. Except 
for this desire on the part of the corporation 
officials, probably the best way, everything 
considered, would be to carry the contract 
without value, except possibly a one-dollar 
value, and make no attempt to show any 
other money value in the capital account. 
This being impracticable, because of the 
ideas of the officials, one other way would 
be to have the directors, by resolution, 
place a value on the contract and take up 
the corresponding amount in the capital 
account. It might also be possible to 
value the contract at an amount derived 
from the number of shares issued for the 
contract taken at the lowest rate at which 
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any of the stock was sold for cash. 
The most scientific method would prob-
ably be to take the average estimated net 
earnings for the first three or five years, 
preferably three years, and considering 
one-half of this amount to arise from the 
contract, capitalize that figure at six or 
eight per cent., preferably six. Halving 
the net earnings is of course arbitrary, 
but it is founded on the theory that there 
is no logical basis for apportionment of the 
net earnings as between the capital in-
vested in plant, equipment, etc., and the 
contract. It might logically be contended 
that the equipment would be of no avail 
in connection with the manufacture of this 
particular article without the contract. 
On the other hand the contract is of no 
operating value without the equipment. 
Whether two-thirds of the net earnings may 
properly be imputed to the contract and 
one to the capital invested in equipment or 
vice versa, no one is in position to say, and 
it therefore seems logical to divide the 
earnings equally as between the contract 
and capital invested in equipment. 
Regardless of the method employed, it 
seems desirable that the capitalization of 
the contract should be made as conserva-
tive in amount as possible, for the reason 
that later some other board may take the 
position that the contract is over-valued 
and move to reduce the value. Here 
would arise, probably, the serious question 
as to the right of directors to reduce the 
stated capital without due process of law. 
Eternal Vigilance 
A C A S E has recently been reported wherein irregularities on the part of a 
treasurer of a corporation located outside 
of New York Ci ty were detected by public 
accountants through using envelopes bear-
ing their own return card instead of that of 
the client in sending out confirmations to 
banks. 
The irregularities had occurred in part 
as follows: The treasurer maintained a 
fictitious bank account with a fictitious 
bank in New York Ci ty ; for example, the 
Herald Square Bank. This account was a 
dormant one. Previous to the audit con-
ducted by the accountants in question the 
audit work had been done for several 
years by another firm of accountants which 
had always used envelopes bearing the im-
print of the client in sending out for con-
firmations. There being no such bank in 
existence as the Herald Square Bank, the 
post office department, obviously not being 
able to locate the bank, returned the letter 
to the client. 
The treasurer, receiving the returned 
letter, opened it; completed the confirma-
tion, signing a fictitious name as represent-
ing an official of the Herald Square Bank, 
inserted the confirmation in the envelope 
bearing the accountants' corner card and 
brought the envelope to New York Ci ty 
where it was mailed, reaching the account-
ants in due course of mail delivery. By 
this method the treasurer is said to have 
concealed a considerable shortage for a 
number of years. 
While there is no reason to doubt the 
facts as reported in this case, it appears 
that accountants examining the accounts 
from year to year and finding the dormant 
account, probably increasing in amount 
from year to year, should have been on 
notice to make a more careful investigation 
than might usually be the case where an 
account of this kind is found. 
A famous quotation might be para-
phrased in its application to accountancy 
so as to read, "Eternal vigilance is the price 
(To be continued) 
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Mr. Padon, of Shanghai, Is Interviewed— 
(An Interview by L U C Y M A Y MARQUIS , in the Tulsa Tribune of March 28, 1923) 
W I V E S ! If your husband is offered a job in China—don't discourage 
him. Let him accept it, and you won't 
have to work any more. 
B. A . Padon, assistant manager of the 
Shanghai office of Haskins & Sells, certified 
public accountants, who is here for a short 
visit with relatives, didn't give that advice 
in those words, but any woman would 
draw that conclusion from what he did say. 
"The average household has at least 
three servants," he said. " A cook, a boy 
and a coolie. The boy might be considered 
a butler, and the coolie a janitor. The 
cost for the three of them is about $16 gold 
a month. The Chinese make wonderful 
servants." 
Then he talked about food. He has 
become "Orientized" to the extent that he 
certainly has queer tastes. He likes sharks' 
fins, and lions' hearts, and 1,000-year-old 
eggs! A t least, he said he did, and it is not 
to be supposed that he imposed upon an 
interviewer's credulity. 
"Of course, I wouldn't like them all the 
time," he explained, "but you can't get 
them all the time. That sort of food is 
served only at very formal Chinese dinners, 
and cannot be ordered promiscuously at 
any restaurant. 
"They make preparations for these 
dinners as far as a month ahead, and spare 
no time or effort to prepare these delicacies. 
Sharks' fins look like very fine macaroni. 
And the eggs are probably really not 1,000 
years old, but they're supposed to be. 
They bury them for years, and then when 
they're served they are either black or 
blue and look like marbles. 
"Preparation of powdered eggs and 
dried eggs is one of their big industries. 
Every home in China has a few hens," and 
he smiled as he added, "both literally and 
figuratively." 
The Chinese are very fine cooks, and 
can invent dishes out of almost anything, 
according to Padon, who said he had tasted 
ten different soups made out of things that 
would never occur to an American cook 
as material for soups. 
"Chop Suey is purely an American dish 
with a Chinese name," he said. "They 
don't have anything like it over there." 
Then he talked about women, by sug-
gestion. "The Chinese (and Japanese) 
show the women their place," he said. 
"They keep 'em at home to do household 
duties while the men go out and enjoy 
themselves." 
But his eyes were twinkling when he 
made that rather revolutionary statement 
for a modern American man, so he must 
not have meant it seriously. 
"The women wear trousers, but it 
doesn't mean anything. It doesn't infer 
that they boss the household. They wear 
short coats, but the men wear very long 
ones, and feel that they are not properly 
robed in a short coat. 
" Y o u ought to have 'rickshaws over 
here," he said. "I miss them. They're 
very convenient. You can pick them up 
on every corner, and go any place you wish 
for a sum that would be about fifteen cents 
gold an hour in this country. There are 
about 20,000 in Shanghai." 
And he explained why the Chinese have 
quit wearing their queues. "They cut 
of success." This case is a striking illus-
tration of the risk which the accountant 
constantly runs. But a little risk some-
times adds zest to a task. 
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them off and sell them to the hair net 
factories," he said. "Most of the hair nets 
American girls wear are made from Chinese 
hair. That is quite an industry over there. 
"There are about 50,000 people in 
Shanghai, and 3,500 of them are Americans. 
A n American men's club organized there 
has a membership of 800, and is planning 
to build a six-story club house soon, with 
swimming pool, gymnasium, and all other 
club-house comforts. 
"There are about fifty American girls 
who have positions over there," Padon said, 
"and there is a great preponderance of 
young men, so of course, the girls have a 
great time. 
"The majority of the persons engaged 
in positions over there like it fine. They 
are paid better salaries, as a rule, and there 
is practically as much amusement. As for 
the home life, you can't say it is more 
pleasant, but still, all those servants add 
to the joy of life!" 
Padon has been in Shanghai for the 
past three and a half years, and will be in 
Tulsa for another week before returning to 
China. 
Book Review 
McKinsey, J . O., and Meech, S. P. 
Controlling the Finances of a Business. 
(New York, The Ronald Press Company, 
1923. 638 p.) 
This book may be somewhat flippantly 
described as neither fish, flesh, nor fowl. 
It is rather a combination of the three, a 
fact which contributes to, rather than 
detracts from, its usefulness. 
From an accounting point of view its 
value lies chiefly in the background which 
it develops for accounting practice. With-
out specifically attempting to do so, it 
combines a large amount of fundamental 
information bearing on organization, man-
agement, economics, finance, and business 
law. Since accounting practice must of 
necessity be concerned with all these phases 
of business activity, familiarity with such 
phases is obviously essential to good prac-
tice. 
The benefit of reading a book of this 
character accrues to a student of account-
ing largely because the book stresses the 
theories on which financial practice is 
based rather than their interpretation for 
accounting purposes or any consideration 
of how the facts should be expressed in 
financial statements. For example, speak-
ing about control of selling expense: 
"This control involves three steps: 
1. Determination of what should be in-
cluded in selling expense, and the setting up 
of a proper classification thereof. 
2. Determination of standards by which 
to judge the amount of selling expense and 
the use of these standards in the formulation 
of a selling expense budget. 
3. Determination of methods of enforcing 
the standards set and the execution of these 
methods." 
The book also makes one very valuable 
contribution bearing on the time-worn 
question of borrowing money in order to 
pay dividends in cases where the profits 
have been sufficient to justify dividends, 
but the cash resources are not available 
except through the incurring of obliga-
tions. On this point the authors say: 
"As a matter of general financial policy, 
debt should be incurred only to increase 
earning assets. Debt incurred to pay out 
cash to stockholders is usually poor financial 
policy. There are some exceptions to the 
rule, however: 
1. In case cash is expected, e.g., from the 
sale of securities or from liquidation of inven-
tories in a seasonal business. 
2. In case dividends on preferred stock 
have accumulated and the earnings of the 
corporation are adequate to pay fixed charges, 
current dividends on preferred, and a con-
servative rate on common stock. 
"The American Can Company, for example, 
paid off accumulated preferred dividends 
amounting to 31¼% on $41,233,000 preferred 
stock in 1913 by selling an issue of 5% deben-
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tures amounting to $14,000,000. The com-
pany was at this time attaining a financial 
position which led the directors to look for-
ward to the payment of initial cash dividends 
on the common stock. By borrowing, through 
a bond issue, in order to pay off the accumu-
lated dividends on the preferred stock, divi-
dends on the common stock could be begun 
at a much earlier date than if the accumulated 
dividends had been paid off slowly over a 
period of years. Thus the credit of the com-
pany was enhanced. The long-term debt did 
not offer the risks of unfavorable maturity 
which would have existed in case bank loans 
had been resorted to. However, the ability 
of the business to carry fixed charges and pay 
current contingent charges should be reason-
ably assured." 
Because of the comprehensive manner in 
which data relative to financial practice is 
presented and the fundamental value which 
the consideration of these matters has for 
accountants, the book is recommended for 
careful and thoughtful reading. 
M r . J . F . Forbes, resident partner at 
San Francisco, has recently been in New 
York on his annual spring visit to the 
Executive offices. 
A t the annual meeting of the Gyro Club 
of Denver M r . T. R. Young, manager of 
our Denver office, was elected president 
of the club for the ensuing year. 
M r . Edmund C. Gause, on Apr i l 10, was 
elected chairman of the Pittsburgh Chap-
ter, Pennsylvania Institute of Certified 
Public Accountants. 
M r . Elijah Bates, manager of the Cleve-
land office, has been appointed a member 
of a committee consisting of four account-
ants and two lawyers to serve as advisers to 
a fact-finding committee of five citizens of 
Cleveland, to conduct an investigation into 
the pending gas legislation. 
M r . H . J . Jumonville acted as chairman 
of the Paving Committee of the New Or-
leans Association of Commerce which, on 
March 27, 1923, rendered a report out-
lining a plan for paving the city and the 
steps to carry the plan into effect. The 
report was received with enthusiasm and 
approved. 
"This meeting," said President W. P. 
Simpson, "can be considered as an epoch 
in the history of the city. We cannot pave 
by resolution tonight, but backing a 
definite plan for the improvement of our 
streets can attain the object through the 
leadership of business men of the asso-
ciation." 
M r . Page Lawrence acted as the dis-
cussion leader on the subject of "The 
Treatment of Overhead," at a meeting of 
the Cost Accountants Group of the Cham-
ber of Commerce of Kansas City, on 
March 16, 1923. 
Colonel Arthur H . Carter has recently 
obtained the C. P. A . certificate of the 
State of Minnesota. 
We note with pleasure that M r . J . R . 
Hutson, of the Baltimore office, has success-
fully passed the C. P. A . examinations 
held by the State Board of Accountancy 
of Maryland in November, 1922. 
Congratulations are also extended to 
M r . C. C . Croggon, resident partner, 
Baltimore office, Messrs. M . L . Higgins, 
R. L . Randall, and O. J . E . Sonnenberg, 
of the San Francisco office, and M r . J . K . 
Gregory, of the Los Angeles office, on 
their success in obtaining the C. P. A . 
certificate of the State of California. 
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Unemotional Balance Sheets 
" R E A D ' E M and weep" may apply as 
well to some balance sheets as to the 
"galloping dominoes" which play such an 
important part in the recreation of a cer-
tain leisure class of dusky hue. 
Consider the poor unfortunate who has 
taken his savings to buy stock of some new 
corporation and looks on his purchase as 
an investment. Statements from time to 
time are favorable—on their face. D i v i -
dends are not immediately forthcoming, 
but then any new concern requires time in 
which to get started. Sweet phrases about 
good intentions keep things going for a 
while. Then comes the crash. Obviously 
the statements must have been "window 
dressed," if they were not positively un-
truthful. 
The line of demarcation between state-
ments which are made misleading and those 
which are untruthful is difficult to fix. 
Who can say that participating contracts 
may not be wholly warranted as an asset in 
the balance sheet of a motor car company? 
It is conceivable that they might be. Who 
can question the right to show property 
at the estimated market value? Right, in 
this sense, is only limited by law. Or who 
can object if some line of reasoning makes 
it seem to those in whose judgment the 
matter rests proper to take advantage of 
some fine shade of distinction in accounting 
theory? Either of two ways of treating a 
matter may appear right, depending on 
how one looks at it. 
A l l these things are dictated more or less 
by the emotions; by the desire to make a 
favorable showing. Force of habit some-
times carries this idea to the extent of 
"rigging" statements when there is really 
no need for it. Past treatment of some 
item may interfere with a change, but 
more frequently it is some erroneous notion 
as to the psychological effect on readers of 
telling the straight story. 
The unemotional balance sheet sets forth 
the cold, unvarnished facts, so that he 
who runs may read to the limit either of his 
own intelligence or the intelligence of some 
expert adviser. It is a balance sheet in 
which there are no questionable assets 
other than those which have been con-
servatively valued. Ful l acknowledgment 
and statement has been made of all known 
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liabilities and, as well, any contingent 
ones which may be in the offing. There is 
proper classification. The integrity of 
groupings has been preserved and all rela-
tionships made clear. Ful l description 
and truthful titles leave no question as to 
what they represent. And last, but not 
least, the surplus is differentiated as to its 
origin so as to show particularly that which 
has arisen from revaluation. Less weeping, 
in general, would result from more un-
emotional balance sheets. 
This Business of Business Cycles 
JE V O N S , an eminent English economist who lived from 1835 to 1882, is prob-
ably best known to the present generation, 
in this country, at least, as the propounder 
of the theory of sun spots. Jevons' general 
reasoning tended strongly to bring economics 
into relation with physical science, and he 
advanced the theory that there is a con-
nection between commercial crises and sun 
spots. The reasoning was somewhat in-
volved and had to do with the diminution 
of the heat from the sun and its effect on 
crops. In short, given sun spots of suffi-
cient size, Jevons contended that panics 
are bound to ensue. 
Looking back over the history of the 
United States for the past one hundred 
years, there are a number of crises which 
stand out. While they are sometimes 
referred to as panics it does not seem neces-
sary to differentiate between panics and 
crises, if, indeed, there is any substantial 
difference. The outstanding periods of 
depression began, respectively, in 1837, 
1873, 1893, 1907, and 1921. They are of 
some interest in examining the question of 
business cycles, because, with one excep-
tion, they have well defined points in 
common, and it is not unlikely, in the case 
of the exception, that sufficient investiga-
tion would reveal the presence of causes 
which are common to the other instances. 
Some of the panics synchronize with the 
occurrence of sun spots and crop failures; 
others show no relation to these phenomena. 
The panic of 1837, as it is usually called, 
followed a marked period of territorial 
and business expansion, with excessive 
extension of credit and speculation in public 
lands. The panic was precipitated by the 
suspension of specie payments, resulting in 
great financial disturbance, and was ac-
companied by crop failures. There is no 
evidence available apparently to show that 
sun spots appeared at that time. 
In 1873, due to over-expansion in railway 
construction, increase in the demand for 
iron, over-expansion in the iron industry, 
industrial expansion generally, inflation of 
prices, came another so-called panic. This 
depression is usually attributed to the fact 
that railroad development and construction, 
particularly through the west, was too far 
ahead of the transportation needs of the 
country, and as a result the roads with new 
extensions were unable to earn sufficient to 
meet the interest on the investment. There 
were no crop failures. There were no sun 
spots, but the depression was deep and 
far-reaching. 
Just twenty years later another panic 
occurred which lacked, generally speaking, 
the ear-marks of its predecessors, with 
respect to over-expansion and speculation. 
The panic of 1893 is traceable more clearly 
to lack of confidence in the ability or in-
tention of the federal government to redeem 
government obligations in gold and main-
tain a parity between gold and silver. In 
this year there were both sun spots and 
crop failures. 
The next panic occurred in 1907, and 
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may be charged principally to a group of 
bankers who were pyramiding bank stocks. 
A t that time trust companies were not 
members of the Clearing House, and were 
obliged to clear through banks which be-
longed to the Clearing House Association. 
The immediate cause of the panic was the 
refusal of one of the largest New York 
City banks to accept and put through the 
clearings of a prominent trust company. 
A financial crash ensued, and while business 
throughout the country generally was in a 
satisfactory condition, money became ex-
ceedingly tight, and it was necessary to 
resort to Clearing House exchanges and 
certificates, in order to keep the wheels of 
business moving. This depression was 
known as a money panic, and so far as 
may be learned there were no sun spots 
attending or preceding it. 
The depression of 1921 is so recent as to 
have come within the practical experience 
of everyone in the present generation, but 
a word or two regarding it may not be 
out of order. High prices, brought about 
by the demands of war and for a long time 
a demand in excess of supply, gave rise to 
over-expansion in plant facilities and over-
production generally after the close of the 
war. The things which sent prices tum-
bling were a decrease in demand which had 
been anticipated as a natural outcome of 
the readjustment process expected of 
Europe in its rehabilitation, and a buyers' 
strike in this country in protest against the 
excessive prices which had developed out 
of the war period. During this year sun 
spots appeared which were the largest on 
record, but at the same time there were 
bumper crops. It will be noted that this 
depression occurred just fourteen years 
after the panic of 1907, which is in accord-
ance with some theories as to recurrence of 
depressions. It will also be noted that the 
panic of 1893 was just twenty years after the 
panic of 1873, which is also in accordance 
with another theory regarding recurrence. 
The history just recited seems to prove 
nothing with respect to regularity or 
synchrony. In two instances during the 
past hundred years have depressions oc-
curred in accordance with theoretical 
lapses. In two instances have depressions 
been accompanied by crop failures. In 
two cases have sun spots appeared in the 
same year with panics, but only on one 
occasion have sun spots and crop failures 
coincided. Further, in the year 1921, 
when the depression was unprecedented in 
depth and sun spots were the largest in 
years, the crops were bountiful. There is, 
however, one feature which is applicable 
to all cases cited, except possibly that of 
1893, namely, that depressions followed 
over-expansion of one kind or another. 
First came speculation in public lands; 
next, over-development of railway con-
struction; then, speculation in bank stocks, 
and, last, over-expansion of investment in 
war facilities and munitions, and the other 
necessities and luxuries which follow the 
trail of war conditions. 
Imagination would indeed be needed to 
derive any fundamental principles with 
regard to panics from the experience of 
this country during the past hundred years. 
Almost anyone with intelligence would 
hesitate to predict the recurrence of panics 
with regularity. It does not require an 
especially keen sense to enjoy the humor of 
the sun spots suggestion. But out of past 
experience has emerged the theory, which 
appears to be sound, that as night follows 
day, and there is a succession of dawn, 
daylight, twilight, and darkness, so 
business conditions follow the sequence of 
depression, revival, elevation, and decline. 
Practical experience of the past five years 
needs no supplementary argument to 
prove the existence of a business cycle. 
Since 1918 we have seen prosperity followed 
by a decline; a severe depression recently 
giving place to a period of revival. 
Beginning with a period of depression, 
44 HASKINS & SELLS June 
plants are idle, inventories are large; de-
mand for goods is lacking; collections are 
slow; prices are high. There is labor un-
employment; wages are low; fixed charges 
are going on; losses occur, and failures 
increase. Incident to the revival, prices 
first fall; demand increases; goods begin 
to move; plants begin to operate; the 
demand for labor increases; wages increase; 
collections improve; fixed charges are felt 
less; losses decrease and tend to be trans-
formed into profits; failures are fewer. In 
the period of prosperity there is a demand 
for goods, steady and increasing; plants 
operate at capacity; plant enlargements 
are numerous; imagination, vision, enthu-
siasm, ambition, or what not, stimulate 
expansion; borrowings from banks and 
others increase; additional capital is 
sought, because prices tending higher and 
higher require more capital to swing the 
same volume of business; fixed charges 
tend to increase; wages increase, but lag 
behind the general price level; profits are 
the rule instead of the exception. The 
prosperity goes to the head. Business men 
are carried away with their success. They 
see visions of untold wealth and the power 
which usually goes with such wealth. 
Ambition leads to over-production; to the 
accumulation of excessive inventories at 
high cost; to the development of a price 
level which is out of proper relation. Then 
comes less demand for goods; bank credit 
contracts, and the decline which comes on 
calls for the liquidation of inventories; 
reduction of wages, with the accompanying 
dissatisfaction; the laying off of laborers; 
restricted operations; shattering of con-
fidence; a feeling of uncertainty, and busi-
ness is back again in the valley. 
The manufacturer of a certain chemical 
preparation distributed in large volumes 
and in which preparation arsenic is the chief 
constituent, makes prices in the fall and 
sells his product for delivery beginning 
during the latter part of February. Ar -
senic in the condition in which it is used in 
this product was selling during the summer 
of 1922 around 7 ½ cents. The price rose 
between August, 1922, and March, 1923, 
from 7½ cents to between 15 and 16 cents. 
Not all of the output which the plant was 
capable of producing had been sold by 
the first of December, when it was apparent 
that the price of arsenic was increasing 
rapidly, and that if the margin of profit 
computed on 7½ cent arsenic was to be 
maintained, it would be necessary to ad-
vance the selling price. Forward purchase 
contracts made provision for about one-
half the capacity output for the season, 
but there was no prospect of obtaining the 
remainder necessary to complete the quan-
tity required by the production program at 
anything like the summer price of 1922. 
Looking forward to orders not yet booked 
at December 1, but with confidence that 
such orders would be booked and have to 
be filled largely from higher priced raw 
materials, the manufacturer advanced the 
price, effective December 1. This step 
was based on cost calculations which took 
into consideration the probable price of 
arsenic around February 1, 1923, shortly 
after which deliveries would begin on 
orders for the season, some of which would 
have to be filled from arsenic purchased 
at an increase of one hundred per cent. over 
the price at which some of the supply had 
been purchased. This man is not a super-
scientific business executive. He is just 
an ordinary business man applying com-
mon sense to his own problems, and looking 
forward instead of backward. 
Like everything else, prosperity is some-
what relative. Comparisons, however, 
show marked improvement in profits now 
as compared with two years ago, and 
profits are as good an index as anything 
else of prosperity. A list of forty repre-
sentative industrials develops the interest-
ing fact that the net profits for the year 
1922 were 131 per cent. greater than those 
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for the year 1921. In the outstanding in-
stance, the concern in question showed an 
increase of 360 per cent. when the net 
profits for the two years were compared. 
Twenty representative railroads do not 
give such an encouraging result, since the 
increase in net for the list is only 17 per 
cent. The average, however, is brought 
down by three or four roads which suffered 
during the year 1922 from serious labor 
difficulties. On the whole the improve-
ment is marked, and the country generally 
appears to be approaching, if indeed it has 
not already reached, a period of prosperity. 
Notwithstanding this general condition, 
there is heard here and there the question 
as to whether or not things have begun 
to let down a bit and if certain signs noted 
signify the beginning of a decline. Some 
lines do show a slackening in demand and 
slightly more sales pressure is needed to 
keep up the volume. It is possible that 
the great activity in building operations 
evident in certain parts of the country has 
drawn potential individual purchasers away 
from the lines which they would naturally 
follow. Obviously the man who depends 
on a salary will , if he decides to build a 
house, be less likely to buy a new auto-
mobile. This factor in the aggregate may 
or may not be responsible for the apparent 
tightening in demand for goods. The 
whole situation is so complex that the 
present tendencies may possibly signify 
the beginning of a downward general 
movement from the period of prosperity, 
but the chances are that they will show, 
figuratively speaking, simply a saw-tooth 
in the general curve. 
While everyone may be willing to accept 
the theory of business cycles and recognize 
that they are comprised of certain periods, 
indefinite though the periods may be as to 
extent, the particular one which concerns 
everyone is that of prosperity. Given a 
period of prosperity the factors which break 
it are prices which are too high, over-
production, excessive inventories at high 
cost, and a decrease in the demand for 
goods. The apparent way to avoid or 
postpone the decline, therefore, would seem 
to be consideration and control of these 
factors. As a means to this end a greater 
study of those statistics which relate to 
general business conditions and activities 
would seem to be indicated. There are 
today many business men who compile and 
study statistics relating to their own busi-
ness. There are not enough of those who 
extend the idea to embrace a consideration 
of their own problems in their relation to 
the statistics for the country as a whole. 
With this added information, it would 
appear that there is some opportunity for 
the exercise of control over production and 
the relation of inventories. With the 
marginal price in sight, it seems natural 
that the business man who desires to 
maintain his volume should resort to the 
expedient of reducing prices somewhat. 
Sporadic effort of this kind might have 
little effect, but the combined forces of a 
herd have much to do with the direction 
in which the herd travels. 
Ten years ago a suggestion of this kind 
might have sounded like flying in the face 
of good business theory. Today the first 
notable step of this kind has been taken in 
a considerable discontinuance of building 
operations and projects. There is no 
quicker way to break prices than to shut 
off demand; there is no quicker way to 
induce buying than to reduce prices. It 
does not seem too much to hope that some 
scheme may be developed for stabilizing 
prices and otherwise regulating the factors 
which start a decline from a period of 
prosperity. The depression of 1921 was 
not a panic, principally because a panic 
was anticipated and discounted. Much 
was learned from that depression and the 
period of recovery which followed. With a 
proper fund of information and some con-
certed action directed possibly by some 
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Judgment Guiding Financial Statements 
(Continued) 
SO M E of the complications predicted in connection with capital stock having 
no par value are already beginning to arise. 
One case which presents some of these com-
plications has to do with a corporation, 
the charter of which provided for both 
preferred and common shares without par 
value. The preferred carries a cumulative 
provision with respect to dividends. In 
the event of liquidation or dissolution this 
stock has an expressed value of $100 per 
share. 
There are three times as many common 
shares as preferred authorized and three of 
the five directors are elected by the com-
mon shareholders. This provision remains 
operative as long as the preferred dividends 
are paid; or at least in the event of default 
in the payment of three consecutive semi-
annual dividends on the preferred shares, 
the holders of the preferred shares may 
elect for the unexpired term three directors 
to replace those representing the common 
stock. The whole board is subsequently 
elected by the preferred shareholders and 
continued until all arrears in dividends on 
the preferred stock have been paid up. 
The corporation was organized for the 
purpose of acquiring the property of a 
certain bankrupt corporation and to offer 
an opportunity to the stockholders of that 
corporation to participate in a new attempt 
to carry on the business which had been 
unsuccessful. The practical purpose of the 
plan was to effect a reorganization, al-
though it was brought about by the estab-
lishment of an entirely new company. 
For purposes of identification the two 
corporations may be referred to as the 
predecessor and successor corporations. 
Under the terms of an agreement be-
tween the successor corporation and certain 
shareholders of the predecessor or bankrupt 
corporation the latter were offered the 
opportunity of exchanging their shares for 
those of the new corporation "dollar for 
dollar." This was the basis specified in 
the agreement, but as subsequent develop-
ments will show, was not strictly adhered 
to. The shareholders in the defunct cor-
poration were, however, allowed to value 
their shares, for purposes of exchange, at 
cost. And it should be added that their 
shares were of the common class and with-
out par value. 
The new company stock was valued for 
exchange purposes at ninety dollars per 
share in the case of the preferred and seven-
fifty per share in the case of the common. 
Further, it was stipulated that the privilege 
of exchange should only be extended to 
shareholders of the predecessor corporation 
who would pay in an assessment of $2.25 
per share of old stock. These funds were 
put into the hands of a committee repre-
senting the new corporation, with instruc-
tions to purchase from such funds the 
plant property of the bankrupt corporation. 
And it was provided further that these 
funds should be regarded in fact as ad-
vances from the old stockholders and be 
returned to them out of the so-expressed 
first profits made by the new corporation. 
It so happened that twenty dollars per 
share was the cost placed on the old stock 
for exchange purposes. Where exchanges 
could not be effected otherwise cash was 
collected by the new company to equalize. 
government department, such as the De-
partment of Commerce, the present period 
of prosperity might, it would seem, be 
considerably extended. 
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These amounts of cash were, however, in-
significant. For example, twenty shares of 
old stock exchanged for four shares of pre-
ferred and six shares of common of the 
new company required a collection of but 
five dollars in order to equalize the amounts. 
Eight thousand shares of the common 
stock valued at twelve and one-half cents 
per share were issued to the organizers of 
the new company in consideration of serv-
ices rendered. The last item in the recital 
of facts shows that the successor company 
charged all the stock of the predecessor 
company purchased to a goodwill account 
at cost. 
Here, indeed, is an interesting case. 
Boiled down the only "real money" in the 
capital account is the small amount of cash 
collected on account of equalization in ex-
changes of stock. A balance sheet made 
at this point with the plant purchased but 
not paid for would show among the assets 
plant property at the purchase price; but 
the offset would be a payable in favor of 
the vendors. There would be some cash, 
but most of it was received through ad-
vances from old stockholders and must be 
returned to them out of the first profits. 
A payable in their favor would therefore 
appear among the liabilities. The value 
placed on the shares of the predecessor 
company acquired would rest in the good-
will account with the corresponding credit 
appearing in the capital account. Organi-
zation expense likewise would be shown as 
an asset; an equal amount being included 
in the capital account. A l l in all, there is 
very little tangible value representing the 
proprietary equity; the only asset of this 
character being the cash received on ac-
count of equalization. 
When the substance has been extracted 
from the mass of form and legal techni-
calities it appears that the new corporation 
has acquired a plant to be paid for with 
money borrowed from stockholders under 
an agreement not to declare any dividends 
until this money has been paid back. It 
does not necessarily follow that the surplus 
from operations up to the amount of the 
indebtedness to stockholders for money 
borrowed will pass automatically to capital. 
But payment of the liability would leave 
the property asset standing as a free capital 
asset and while the surplus might be de-
clared away as dividends the chances are 
that there would be no cash out of which 
to pay the dividend. It would therefore 
be but logical that the surplus freed by 
the liquidation of the liability should be 
passed to stated capital so as not to take 
any chances on declaring it away. 
No particular damage seems to have been 
done by the involved manipulations with 
the non-par value stock. As long as the 
same individuals hold both preferrred and 
common stock, there is not likely to be any 
question. But if the common stock be-
comes separated from the preferred and the 
corporation should have to be liquidated 
there might very well be some objection 
from common stockholders to allowing pre-
ferred stockholders one hundred dollars per 
share particularly when under the most 
favorable construction they could not be 
considered to have contributed more than 
ninety dollars of capital per share. 
The possibilities of capital stock without 
par value seem far from having been ex-
hausted. In the case herewith all the 
manipulations were made possible without 
rendering any of the holders of the new 
stock liable for any deficiency in the par 
value. In other words all the stock, no 
matter what was done with it, became from 
the time of issue full-paid and non-
assessable. 
(To be continued) 
We announce the appointment, effective 
M a y 1, 1923, of Messrs. Lewis A . Carman 
and H . Brooks Davies as managers of the 
Los Angeles office. 
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Book Review 
Church, Alexander Hamilton. The 
Making of an Executive. (New York, D . 
Appleton & Company, 1923. 457 p.) 
If any public accountant is moved to 
ask, "Why should I read The Making of an 
Executive?" he wil l find his answer, to a 
large extent, in the words of the author, as 
follows: 
" A complete understanding of the con-
dition of a business of any considerable size 
cannot be obtained by the executive with-
out accurate bookkeeping and accounting. 
Even when these are present it is still 
necessary for the information to be worked 
up and brought out in such form that it can 
be swiftly and readily grasped, and that 
the necessary deductions can be made 
without undue trouble." 
A distinction which is sometimes made 
between bookkeeping and accounting is 
that the function of bookkeeping is to 
record information; the function of ac-
counting, to present information. The 
question which may then logically follow 
is, "How is the accountant to present 
financial information that can be swiftly 
and readily grasped, and the necessary 
deductions made therefrom, unless he puts 
himself in the place of the executive, and 
asks what is the character of the informa-
tion needed by the executive?" This 
question is readily answered if one stops to 
consider the work which the executive has 
to do and what are the class and kind of 
information which aids him in his duties. 
The opportunity for ascertaining this in-
formation is offered in the book in ques-
tion, which develops first the executive 
viewpoint; describes the personal qualifi-
cations and special knowledge required by 
the executive, and covers clearly and con-
cisely, in logical sequence, the various 
departments of a business organization, 
showing their relationship, one to the other 
and to the business as a whole. 
Of special interest are the chapters on 
"New Tools of Management" and "The 
Executive and Finance." The latter chap-
ter would be of far less value if the founda-
tion for its consideration had not previously 
been laid throughout the book. Because 
of the excellent background, against which 
it is set out in relief, the discussion in this 
chapter is of particular interest to the 
accountant. Space does not permit a 
detailed mention of the various topics 
treated, but, in substance, the chapter 
discusses the interpretation and use of 
financial data as presented in various state-
ments to the executive. 
We announce the opening, as of June 1, 
1923, of an office in the Hospital Trust 
Building, Providence, Rhode Island, suc-
ceeding to a practice established in that 
city by M r . Wilfred L . Hagerty. 
M r . S. George Hay, formerly manager of 
our office at 30 Broad Street, New York, 
has been appointed manager of the 
Providence office, and, in addition, will 
have supervision over relations with clients 
throughout the New England territory. 
M r . Hagerty will act as assistant 
manager of the new office. 
M r . A . F . Wagner, associate manager of 
the Minneapolis office, addressed the Twin 
Cities Chapter of the National Association 
of Cost Accountants on Apri l 18, 1923, 
on the subject of "Factory Burden—Its 
Application." 
Our congratulations are extended to 
M r . R. A . Gallagher of the Chicago office 
on his recent election as associate member 
of the American Institute of Accountants. 
M r . Frank L . Hammond of the Chicago 
office is to be congratulated also on his 
attainment of the C. P. A . certificate of the 
State of Illinois. 
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Time or Service? 
A D I S C R I M I N A T I N G sense of value 
might prompt any business man who 
retains a public accountant to inquire with 
due propriety as to what he may expect to 
receive in exchange for the liability which 
he incurs. The answer to the query is 
likely to depend on the concept of accoun-
tancy held by the. public accountant to 
whom the question might be put. 
The claim is made for accountancy that 
it is a profession. This being so, it is re-
quired of practitioners that they shall be 
persons of education, training and experi-
ence, possess skill in the matter of account-
ing, and offer their services to the public. 
Unlike some other professions, whose 
members charge for what they do, the 
compensation of public accountants has 
come to be based largely on time and rates. 
The future will doubtless see fees deter-
mined by the amount of knowledge and 
judgment required, skill displayed, and the 
importance of the service rendered in the 
execution of an engagement. Today, un-
fortunately, time is accorded too much con-
sideration by both parties to the engage-
ment. 
Who will say that accountants' services, 
of bona-fide high type, resulting in a gain 
to a client of three-quarters of a million 
dollars, are justly compensated by a fee 
which, calculated on a time basis, amounts 
to five or six thousand dollars? On the 
other hand, who can fail to sympathize 
with a client who is charged twenty thou-
sand dollars for time consumed in work 
the judgment in doing which is open to 
serious question? 
The accountant who sells time is treading 
on dangerous ground. He is getting out of 
the professional field into the province of 
trade, which makes scant distinction be-
tween time and commodities. Labor, 
without casting any reflection thereon, 
takes account largely of time and is actu-
ated by the motive of wage. The laborer 
may be worthy of his hire, but it is not ex-
pected of him that he will possess or apply 
the qualifications essential to the practice 
of a profession. 
The word service admittedly has been 
overworked, but its significance applies 
none the less to accountancy. The time-
consuming processes of verifying unim-
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portant details, copying the client's books, 
making painfully precise analyses which 
have little or no practical bearing on a 
situation, are not service. They are de-
vices for selling a client time; frankly, a 
waste of his money. 
Service requires as a step precedent, a 
study of the client's needs; a survey of the 
tentative financial condition and operating 
results; reflection over comparisons; con-
sideration of tendencies; discovery of 
things which point the need of careful and 
thorough investigation; all these practi-
cally before any intensive work is started. 
Time taken for these matters is never 
wasted. It lays the foundation for appli-
cation of intelligent effort to the problems 
which the engagement presents. 
The secret of success in accountancy is 
service. A discriminating sense of value 
on the part of clients demands it. What 
better way is there of building good will 
than rendering satisfactory service to all 
clients? 
Removing the Cause 
CO N S I D E R A B L E interest has been manifested of late in the subject of 
commercial arbitration. Boards of trade 
and chambers of commerce have interested 
themselves in the matter and carried on a 
considerable amount of propaganda in 
favor of such procedure. It is, of course, 
unavoidable that differences and disagree-
ments will arise in the great volume of com-
mercial relations and transactions which 
are constantly being formed and taking 
place. Many such disagreements result 
in litigation, which is not only costly and 
time-consuming in itself, but results in 
secondary losses of time and temper which 
are not only expensive but disagreeable. 
The Merchants Association of New York 
points out in a memorandum on the subject 
that commercial arbitration is the logical 
substitute for litigation. It provides that 
business disputes shall be submitted to 
committees of impartial business men, 
which action may be provided for either 
in the original contract or later mutual 
agreement. The arguments advanced in 
favor of commercial arbitration are that it 
offers a medium of settling business con-
troversies by men who are essentially ex-
perienced in business affairs. Although 
probably unpopular with lawyers, it saves 
the expense of lawyers' fees and court 
costs. The claim is also made that it 
saves loss through the tying up of work 
and merchandise. Further, it avoids the 
law's delays and the creation of animosities, 
and leaves both parties satisfied that the 
settlement has been reasonable and fair. 
A t the risk of being charged with selfish 
motives, it is perhaps not inappropriate to 
point out that the necessity for much 
litigation, and even commercial arbitration, 
would be removed if accountants, as well 
as lawyers, were to be consulted in the 
drawing of contracts which relate to busi-
ness affairs and commercial transactions. 
Many disputes have arisen as a result of 
an attempt to employ technical verbiage 
in contracts, with the result that logical 
interpretation has been almost impossible. 
The accountant is usually called into the 
situation after the trouble has arisen, and 
the opinion is ventured that a majority of 
the disputes would never have arisen had 
accountants been retained when the agree-
ments were made. 
A recent case involving a difference of 
about $200,000 was made possible because 
the contract between the two parties, 
while referring to the amortization of a 
franchise and depreciation of physical 
property, did not provide the methods 
whereby these calculations should be made. 
As there are various methods of amortizing 
franchises and computing depreciation, it is 
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apparent that wide divergence of results is 
possible. The first thing which would 
naturally occur to an accountant in con-
nection with a contract of this character 
would be a provision as to the methods to 
be employed in calculations. In the case 
in question it is extremely doubtful i f any 
differences would have arisen had this 
matter received attention when the con-
tract was drawn. 
It has been reported recently that the 
operations of a western utility showed 
profits for a certain period of $1,000,000. 
These results were entirely upset by ac-
countants representing an opposing faction 
through the employment of different 
methods of calculating depreciation when 
applied to the same items and amounts of 
property. 
A contract for the construction of a 
public improvement in one of the eastern 
states contained the following provision 
with respect to the computation of wages 
in the final estimate: 
"The final average wage rate shall be 
computed as the sum of the products of 
the percentage of the total class 1 construc-
tion cost included in each monthly estimate 
multiplied by the average wage rate for the 
best rate of common labor prevailing in 
the 'blank' department during the same 
estimate period." 
This surely offers any opportunity which 
one might desire for practice in the art of 
interpretation. A considerable amount 
was involved in this question, and what 
the contractor received in final settlement 
depended entirely on the interpretation 
of this provision. The state officials and 
the contractor, being unable to agree as to 
the meaning of the words, submitted the 
matter for opinion to a public accountant. 
Had the accountant been retained in the 
first place, it is inconceivable that he would 
have allowed any verbiage as abstruse as 
that quoted to have crept into the contract. 
The point of this argument as coming 
from public accountants may be difficult 
to grasp, since it may be regarded as a plea 
for procedure which would deprive accoun-
tants of certain practice which now comes 
to them as a result of disputes. While 
this may be true to a certain extent, it is 
difficult to believe that a broader and more 
constructive point of view on the part of 
public accountants in seeking opportunities 
for service will result in detriment to their 
practice. The experience of institutions 
and practitioners who specialize in the pre-
vention rather than the treatment of 
disease should be sufficient evidence on 
this point. It seems eminently appropri-
ate, therefore, that the enlargement of 
accountancy practice should come from a 
widening of scope in a constructive way as 
well as intensive effort along the lines of 
traditional activities. Whatever the result 
of advocating a retention of accountants 
in the drawing of commercial contracts, 
it is difficult to escape the conviction that 
much litigation and arbitration would be 
thereby avoided. 
We have from our Shanghai office the 
following note bearing on the recent 
outrage perpetrated by Chinese bandits 
on foreigners: 
"The situation seems to be very grave at 
this time, as it is reported that the captives 
are without proper clothing and food, and 
are suffering considerably. You may be 
interested to know further that our Mr. 
Jordhoy expected to take that train for Peking 
to start the work of examining a bank at that 
place, but by reason of pressing work here 
had to delay his departure one day. We 
have not heard from him but assume that he 
was able to get through without harm. 
Several foreigners who are captives are 
known intimately to the members of our 
organization here and two of them are among 
our clients, Mr. Leon Friedman being pro-
prietor of the China Motors and Mr. J. B. 
Powell, editor of the Weekly Review. Mr . 
Lehrbas, who succeeded in effecting his escape 
from the bandits, occupied the room adjoining 
Mr. DeVault's in the Astor House for some 
time." 
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The Significance of Treasury Stock 
IN the somewhat remote past the term 
treasury stock was used to mean either 
stock authorized and unissued, or stock 
once issued for value and subsequently 
reacquired, depending on one's concept 
of the term. Time, thought, and a better 
understanding generally of accounting 
terms have served to clarify this conflict 
of usage, so that to-day treasury stock 
has come to mean but one thing, namely, 
the capital stock of a corporation re-
acquired by the corporation after once 
having been issued for value. 
Consideration of the matter of treasury 
stock need involve little discussion of the 
motives which prompt the acquisition. 
The effect of such procedure rather is 
of the more importance. The law gener-
ally does not require that a company 
acquiring its own capital stock shall 
cancel that stock. Legally the purchase 
by a corporation of its own stock does not 
effect a reduction of its capitalization, 
or its capital. 
Economically there is at least a sugges-
tion of reduction in the capital since, in cases 
where the stock is purchased, assets of the 
business, and usually cash, have to be taken 
to pay back to certain stockholders, capital 
contributed or earned by them either in 
theory or fact. Whether the stock was 
issued originally for bona-fide values 
or values based on fiction and convenience, 
seems to have little bearing on the effect 
when the stock is reacquired. Any stock 
outstanding represents, both legally and 
economically, share ownership in the net 
assets of the corporation, on whatever 
basis the net asset value may be fixed. 
The act by the corporation of taking up 
any of its shares must of necessity be 
accompanied by the complementary act 
of parting with or reducing some of its 
assets. Except the corporation elects to 
cancel the shares so acquired, they are 
substituted in the list of assets in place 
of those surrendered in exchange for the 
stock. 
Here, then, is a sort of wheel within 
wheel; the carrying of an asset which is 
offset by stock, the proprietary value of 
which rests in the company's net assets 
exclusive of the treasury stock. But, 
it is contended, the treasury stock may 
be sold and replaced by cash. This is all 
true enough, as is also the rejoinder that 
if the limit of authorized capital has not 
been reached new stock might be sold at 
the same rate. The fact remains that 
the condition of the treasury would be 
the same prior to the sale whether the 
stock sold is called unissued stock or 
treasury stock. And, apparently, treasury 
stock is a sort of myth which is made 
possible by an offsetting credit in the 
capital stock account. 
There can be no objection to carrying 
an account on the financial books for 
treasury stock any more than for unissued 
stock. As a matter of record and con-
venience, it seems good practice to do so. 
Treasury stock frequently is received as a 
result of donation. A separate account 
on the books facilitates keeping track 
of it. Likewise, such stock is sometimes 
bought by a corporation for purposes of 
resale or distribution as a bonus or award 
in connection with other profit-sharing 
schemes to employees. Under such condi-
tions, with activity in the transactions 
giving rise to frequent charges and credits, 
it would be obviously unwise to mix such 
transactions with the capital stock 
accounts. 
Again, treasury stock may be acquired 
as a means of reducing capital to conform 
to the needs of the business without the 
legal formality of obtaining authorization 
from the state. This expedient has the 
advantage of keeping the stock available 
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for re-sale in the event conditions change 
and it becomes desirable to again increase 
the capital fund required for the needs of 
the business. Under such circumstances 
a treasury stock account on the books is 
not only convenient but logical. 
Setting up treasury stock on the books 
in order to facilitate keeping track of it 
and placing a value on it for balance sheet 
purposes are two different things. One 
may concur in the propriety of the former 
and have grave doubts as to the latter. 
Fundamentally treasury stock measures, 
so long as it is held in the treasury, an 
effective reduction of the capital fund 
employed in the business. The figure 
at which it is carried is but the measure-
ment of this reduction. 
The value of treasury stock is entirely 
potential. The potentiality lies in the 
possibility of selling or transferring it to 
someone at a price. Strictly speaking, 
it has no investment value to the corpora-
tion even though it is sometimes classified 
among investments. Marketability alone 
gives the only semblance of authority 
for such classification. Any theory of 
return on investment falls of its own 
weight when the absurdity of paying 
dividends on treasury stock is considered. 
Safety of principal must be admitted 
if one admits the existence of principal. 
But the search for value seems to end 
with the discovery that there is no value 
except that which the possibility of sale 
suggests. A l l this may be maintained 
notwithstanding the fact that treasury 
stock is sometimes included with invest-
ments in outside companies, presumably 
only, however, where the amount involved 
is small and its inclusion does not practi-
cally distort the value of the investments 
when considered in their relation to the 
total assets. 
The fact that treasury stock is frequently 
acquired at some figure per share other 
than par need not stand in the way of 
treating it in the balance sheet as a deduc-
tion from capital stock. Obviously, under 
such circumstances the surplus must be 
adjusted to the extent of the difference 
between par and the acquisition price, 
crediting surplus where acquired below 
par; charging surplus if acquired at a 
premium. The adjusted treasury stock 
will then be on the same basis as the capital 
stock and the proper deduction may be 
effected. 
In no sense is this an argument in favor 
of applying or washing the treasury stock 
against the capital stock outstanding and 
leaving no trace of the potential asset on 
the balance sheet. Nor is it to be taken 
as favoring the elimination of a treasury 
stock account on the books. It is rather 
an attempt to raise for consideration 
the question of whether balance sheets 
would not more nearly represent the 
facts where treasury stock is involved 
therein were such stock to be shown as a 
deduction from the capital stock outstand-
ing rather than as an asset. 
One who considers the matter philo-
sophically cannot escape the conviction, 
it seems, that with regard to the treatment 
of treasury stock many of those who have 
to do with the preparation of balance 
sheets have fallen somewhat thought-
lessly into a practice which has the sanc-
tion of considerable usage instead of the 
authority of sound theory. 
M r . J . R. Wildman delivered an address 
before the New York State Society of 
Certified Public Accountants, at the Yale 
Club, New York, Monday, M a y 7, 1923, 
on "Organization for Accountancy." 
M r . Wildman also presented a paper 
before the New York chapter of the N a -
tional Association of Cost Accountants, 
at the Machinery Club, New York, M a y 
15, 1923, on "Cost Accounting in Relation 
to Business Cycles." 
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Mr. Sells Honored 
RE C E N T Bulletins of the American In-stitute of Accountants contained an an-
nouncement that an Elijah W . Sells scholar-
ship has been established by a number of 
M r . Sells' friends in the Institute. The in-
come of the fund is to be devoted to a 
prize for which all candidates at the 
American Institute annual M a y exami-
nations will be eligible, which prize wi l l 
be awarded to the candidate receiving 
the highest grade. 
There is an element of sentiment sur-
rounding this act on the part of M r . 
Sells' friends which is somewhat difficult 
to define and express. It is a formal 
manifestation of the love and affection 
in which M r . Sells is held by the men 
with whom he was associated in Institute 
matters over a long period of years. 
Somewhat unique in that it honors with a 
foundation, contrary to the usual practice, 
a person still living, the act is therefore 
the more marked in its significance. 
Some idea of M r . Sells' reaction to the 
announcement, which first came to his 
attention through the medium of the 
Institute Bulletin, may be gleaned from 
the following telegram which he sent to 
M r . Edward E . Gore, President of the 
American Institute of Accountants: 
"The paragraph in the Institute Bulletin 
April twenty-third relating to a scholarship in 
my name overwhelms me with pride and satis-
faction personally and professionally. I wish 
I could express to you and the members of the 
council the deep gratitude I feel for the signal 
honor bestowed. It has sealed the personal 
affection for those whom I have held in 
highest esteem these many years and given 
me renewed professional inspiration for the 
cause in which we all have a mutual interest 
and great responsibility. 
ELIJAH W . SELLS." 
What Constitutes Marketability? 
BA L A N C E sheets frequently show an item described as marketable securi-
ties. They are usually differentiated from 
investment securities on the theory that 
they are not only readily saleable but might 
be sold without any detriment, in its rela-
tions of stock control or operating affilia-
tions, to the company which owns them. 
Such securities are usually considered to 
represent surplus funds which are either not 
required or may not be utilized to financial 
advantage in the business. They are 
temporary investments which usually yield 
more than bank deposits, and still may be 
converted immediately into current funds, 
in the event that such funds are needed. 
For this reason the item of marketable 
securities usually appears in the balance 
sheet immediately after the cash, and in 
some instances, as evidence of their availa-
bility, is even combined with call loans. 
In so far as these general theories are con-
cerned all is smooth sailing. It is well that 
there should be a theory on which classi-
fication of items of this character is based. 
But when the accountant, whose duty it is 
to pass judgment on marketability, gets 
down to the point of specific securities, the 
task of deciding is not so simple. The 
question of marketability is quite apart 
from valuation, and has to do principally 
with the deciding whether or not the secur-
ities are properly included in the group of 
current assets. The best evidence of 
marketability is that the securities are 
listed on an exchange and traded in. Even 
inactive securities may be verified as to 
their marketability, as may unlisted secur-
ities traded in by brokers where bid and 
asked prices may be obtained. But the 
instances of supreme difficulty are those 
where securities are not listed, no bid or 
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asked prices may be obtained, and there is 
no evidence of a firm offer of purchase. 
Notwithstanding all these facts, the 
owners may be strongly insistent in their 
opinion that such securities would find 
ready purchasers if offered for sale, because 
of the advantages, to certain groups of 
financiers or industrial operators, which 
possession of the securities would carry. 
There have been cases of this kind where 
corporation officials, anxious to have secur-
ities of this character included among the 
current assets, have insisted that the sale 
of the securities would not be detrimental 
in any way to the corporation holding them 
and without any evidence to support the 
contention that the securities, if offered, 
would find a ready market. Thus it some-
times happens that the decision must de-
pend on opinion. The opinion of the 
public accountant must, of necessity, rest 
on evidence. If the evidence is not forth-
coming his only course is to follow the con-
servative line of either excluding them from 
current assets or writing into the balance 
sheet in connection with the item a story 
which leaves no doubt in the mind of the 
reader as to what the item represents. 
Book Review 
Edie, Lionel D . , and others. The Stabil-
ization of Business. (New York, The 
Macmillan Company, 1923. 400 p.) 
This is a timely book which is worthy 
of engaging the attention of every busi-
ness man and of every individual who 
attempts to serve business men. Wesley 
C. Mitchell first states the problem of 
controlling business cycles in a very clear 
and readable way. Some of the factors 
which affect the cycle, such as labor, 
production, marketing, transportation and 
money, are then discussed in their rela-
tion to the cycle by several well known 
economists, among whom are Fisher, Com-
mons, Seligman, and Andrews. What they 
say, call it theory if you will , is made 
understandable to the man of average 
intelligence. The crowning glory of the 
book is found quite appropriately in the 
last chapter, where that apostle of good 
common sense, Henry S. Dennison, shows 
how some of the theory has been applied 
in the business enterprise of which he is 
the head. 
The chapter by Edie, on co-ordination 
of production and marketing, is of particu-
lar interest to cost men. Full acknowledg-
ment is accorded therein to cost data as a 
basic element in planning, controlling, 
and administering. But as the author 
points out, "To the extent that business 
informs itself ahead of time of the price 
turns, it is possible to retard or accelerate 
production in such a manner as to stabilize 
its profit margins." 
The watchword of Dennison's discus-
sion of the applied technique of stabiliza-
tion is, "In time of peace prepare for 
war." Save your advertising money when 
times are booming; spend it when the 
decline begins. Check credits severely 
when the demand is heavy; be more 
lenient when business begins to tighten. 
Take something out of wages and profits 
when they are high to provide for un-
employment when it comes. These are 
but a few of the practical suggestions 
which have the authority of successful 
use. 
It may be truthfully said that the book 
is full of red meat from cover to cover. 
The contents are as intriguingly interesting 
as they are timely. 
Our office at Saint Louis will remove 
on or about July 1, 1923, to the Planters 
Building, Saint Louis, Missouri, where 
larger and better space will facilitate the 
conduct of our practice in that city. 
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Our Seattle office has recently added 
to its practice that formerly conducted 
by the late E l i Moorhouse under the style 
of E l i Moorhouse and Company. M r . 
Moorhouse was one of the pioneer account-
ants in the Northwest, and numbered 
among his clients some of the oldest 
establishments in that section. His de-
mise occurred suddenly and unexpectedly, 
leaving his clientele unprovided for with 
respect to a number of engagements. 
We have pleasure in announcing that 
M r . Cyr i l N . Bullock will be associated 
with us in our professional practice in 
Detroit, effective June 1, 1923. M r . 
Bullock is a C. P. A . of Michigan, and 
a member of the American Institute of 
Accountants. 
M r . J . F . Forbes, our resident partner 
on the Pacific Coast, has recently ac-
quired, in addition to the C . P. A . certi-
ficates which he holds from many other 
states, that of the state of Washington. 
M r . P. C. Davis, manager of our Seattle 
office, has also received the C. P. A . 
certificate of Washington. 
A t the annual meeting of the Missouri 
Society of Certified Public Accountants 
held in Kansas City, Missouri, on June 
8, 1923, M r . Page Lawrence was elected 
President for the current year. 
M r . R. C . Reik, manager of our Balt i -
more office, has recently received the C. 
P. A . certificate of the state of Indiana. 
M r . Reik has held the C. P. A . certificate 
of Maryland for many years. 
July 
It is with pride and pleasure that we 
note the success of Miss J . M . Palen, 
report reviewer for our office at 30 Broad 
Street, New York, in passing the C. P. A . 
examinations of the state of New York in 
January of this year. 
This achievement, while in no way 
inconsistent with Miss Palen's recognized 
merit and her responsibilities in our 
organization, is especially noteworthy in 
that only six other women have qualified 
for the certificate in this state since the 
passing of the New York C. P. A . law in 
1896. Miss Palen has, we know, the 
good wishes and congratulations of every 
one in our organization. 
A n article by M r . W . H . Bell, entitled 
"Audit Reports," appears in the June, 
1923, issue of Administration. 
M r . P. J . Mayer, of our office at 30 
Broad Street, New York, has our con-
gratulations on his success in obtaining 
the C. P. A . certificates of the states of 
New York and Louisiana, respectively. 
A t a meeting in Paris on Apri l 19, 1923, 
of the English-speaking accountants prac-
tising in that city, M r . A . M . Lovibond, 
manager of the Paris office, was appointed 
one of a committee of five to make the 
ncessary arrangements for the next meeting 
and to prepare an agenda of matters to be 
submitted for discussion. 
The Apr i l meeting was an initial step in 
the direction of bringing together the 
English-speaking accountants in Paris for 
the exchange of views on matters of com-
mon interest. Announcement of the pro-
posed gathering had been sent to all 
British and American firms practising in 
Paris, and the response was most gratifying, 
the meeting being well attended and voted 
by all a great success. 
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Superiority of Product 
THE salesman who bases his efforts 
on sound doctrines insists on goods, 
terms, deliveries, and policies which wil l 
satisfy customers. Fantastic advertising 
and forceful selling talk will often dispose 
of goods, but the loyal customer who sticks 
is the one who is satisfied with what he 
receives. And the satisfaction usually 
has to do with the quality of the goods, 
price in its relation to quality, prompt 
compliance with arrangements as to deliv-
ery, and expectation of fair treatment in 
case of dispute. 
But fundamental to all is quality. Test 
one by one the other elements of satis-
faction. What good are price and terms 
if they are not backed up by quality? 
What is to be gained by promptness in 
the matter of delivery if the goods have 
to be rejected because they are deficient 
in quality? Is a customer with a demand 
for certain goods interested in an adjust-
ment of any kind if the quality is such 
as to prevent the sale of the goods? One 
by one other considerations fade into the 
background, leaving quality as the chief 
element of satisfaction. 
So in accountancy, while fairness of 
compensation, prompt execution of work, 
and square treatment of the client in 
every respect are important, they become 
faded and dim in comparison with good 
work. Other elements of satisfaction are 
incidents to goodwill; good work is vital. 
Ethical publicity, designed social inter-
course, studied geniality, or even com-
mercial advertising and open solicitation 
may be the means of obtaining engage-
ments for an accountant. Only good 
work will hold a desirable clientele. 
Accountancy is a profession, and ob-
servance of ethics prevents the accountant 
from doing many things which commerce 
accepts without question. There are cer-
tain principles, though, which apply to 
professional practice as much as to selling 
coal or iron. A t the foundation of all 
business relations involving the exchange 
of goods or services lies one unassailable 
truth—quality will tell. 
Quality in coal is expressed in terms 
of thermal units. Quality in iron is 
measured by strength and durability. 
Quality in accountancy should exemplify 
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honesty, integrity, and the intelligent 
application of technical skill. The pos-
sibility of success of any professional 
NO T W I T H S T A N D I N G any belief which may exist to the contrary, 
the life of the public accountant is not free 
of technical perplexities. Many of the 
intricacies which puzzle the mind of the 
layman are matters of almost perfunctory 
routine to the accountant. But every 
now and then questions arise which tax 
the capabilities of anyone who attempts 
to uphold technical integrity. The solu-
tion often, while beset with danger of 
attack from sticklers for purity of tech-
nique, is found in broad, practical treat-
ment, the essence of which is fairness to all 
concerned. 
A n example which will serve to illustrate 
has to do with the accounts of a parent 
and a subsidiary company. A certain 
company, having put several hundred 
thousand dollars into experimentation and 
development of an automobile accessory, 
decided at length to form a new subsidiary 
corporation and turn over to the latter 
all the physical assets, designs, and ex-
perience acquired, to the end that the 
newly organized corporation might carry 
on the work of manufacturing the product. 
Along with the other acquisitions the 
subsidiary inherited from its predecessor 
the investment in experimentation and 
development, together with a certain 
theoretical good-will. Preferred stock of 
the subsidiary was sold to outsiders for 
the purpose of acquiring some new work-
ing capital, and along with every two 
shares of the preferred stock went as a 
bonus one share of common stock having 
no par value. Common stock sufficient 
to give control was issued to the predeces-
sor company, the tangible assets and 
liabilities, including the liability to the 
predecessor company for the excess of 
theoretical value received over the capital 
value of common stock issued, were prop-
erly set up, a certain value per share was 
placed on the shares having no par value, 
and the experimental expense and pur-
ported good-will were charged to an 
account called cost of development. 
In the books of the parent company 
there appeared as an asset a charge against 
the subsidiary, representing the difference 
between the combined net tangible asset 
valuation plus experimentation and good-
will , and the value at which the common 
capital stock without par value of the 
subsidiary had been accepted. It was 
understood that this asset of the parent 
company would be realized from time 
to time as the subsidiary should make 
profits and have surplus funds available 
with which to make payment on the 
indebtedness. Presumably the legal rela-
tions between the two corporate entities 
made this an asset, questionable only as 
to value, the value being dependent only 
on the ability of the subsidiary to make 
payment in full. 
The question which arises is as to the 
propriety of raising these accounts which 
may possibly be claimed to show a fictitious 
position. A t least, they contribute to a 
favorable showing with respect to the 
parent company. That company is saved 
the embarrassment of making a large 
charge against surplus on account of 
experimental expense, which obviously 
would have been the only alternative had 
the new company not been formed, since 
there would be no excuse for deferring 
firm, like that of any business house, 
is measured by the superiority of its 
product. 
Some of the Questions 
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this expense with the operating activity 
transferred to a new company. And if the 
expense is properly deferrable, it must of 
necessity follow the future operations. 
The subsidiary, through capitalizing good-
will and experimentation expense taken 
over, is obliged to take up a liability some-
what contingent in its nature, but having 
all the ear-marks of a real liability. 
It may appear that while balance sheets 
of the separate companies would show the 
conditions in a favorable light, although 
perhaps somewhat misleading, consolida-
tion of the figures for the two companies 
would eliminate this condition. This, how-
ever, is not true to any practical extent. 
The amount due from the subsidiary 
would, of course, wash against the amount 
due to the parent company, but there 
would still remain in the consolidated 
figures a substitute for capitalized ex-
perimentation and development expense 
in the form of a contingent receivable, 
with a corresponding questionable showing 
of consolidated surplus. Strict technical 
procedure might appear to call for the 
washing out of the fictitious value, both 
from the deferred asset account and from 
the surplus. On the other hand, there 
is no apparent reason why expense, if a 
bona-fide factor in laying the foundation 
for a sound, profitable business, may not be 
spread over a reasonable number of years 
and considered a good asset by the parent 
company in this case, if it has an enforcible 
claim against the subsidiary. Some objec-
tion to this may be expected from preferred 
stockholders of the subsidiary if the com-
pany adopts the policy of appropriating 
all profits until such time as this good 
sized expense account has been amortized 
and the corresponding obligation liqui-
dated. But, again, it is not incumbent 
upon the subsidiary corporation that all 
future profits shall be devoted to this 
purpose. The chief objection to the whole 
matter lies in the fact that a surplus 
account is shown by the parent which has a 
contingent basis of value. The surplus 
in this case was derived from anything 
but profits, and it seems to be extremely 
doubtful if any dividends might legally 
be declared until further profits have 
been earned. 
The practical way out of the difficulty, 
from an accounting point of view, seems 
to rest in permitting the experimentation 
expense and good-will to stand as shown 
by the books, describing it clearly on the 
balance sheet to show precisely what it 
represents, and qualifying the surplus 
so that there may be no doubt about its 
origin and questionable substance; also 
to show by proper description the basis 
of the accounts receivable and payable 
between the companies, to which the 
experimentation expense gave rise. Jus-
tice to the public, bankers, stockholders, 
company officials, and public accountants 
on whom the responsibility for a true 
statement rests, seems to leave no alter-
native but a clear statement of the facts. 
Another question concerns an open 
account receivable from a majority-owned 
subsidiary; in particular, whether or not 
it is proper in setting up the balance sheet 
of the holding company to include the 
amount due from the subsidiary among 
the current assets. Generally speaking, 
the test of liquidity is the length of time 
within which the account will be reduced 
to cash. Those who check credits are 
likely to look askance at amounts due 
from related companies, particularly when 
such amounts appear in the current posi-
tion. It is conceivable that banks may 
question items of this kind when they 
appear to represent the financing of under-
lying or related companies, but it does not 
seem just that an item should be excluded 
from current position simply because it 
is due from some company in the family. 
The true test of an account in this class is 
whether or not it represents advances 
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which later may be capitalized and thereby 
frozen, or is a bona-fide account current 
between the companies which is being 
liquidated currently. 
In the case in question it was necessary 
to apply not only the test mentioned but 
to go beyond, into relations existing be-
tween the two companies and the current 
position of the subsidiary. Upon in-
vestigation it was found that the holding 
company was in effect a financial agent 
for the subsidiary, making collections for 
the latter and supplying funds for opera-
tions as needed. This obviously places 
the holding company in the position of 
regulating the account in question, and 
since the current position of the subsidiary 
was entirely satisfactory, there was little 
doubt left that the account in question 
might be properly regarded as a current 
asset. 
Many similar questions arise in the 
practice of a public accountant. They 
may not be answered by an empirical 
formula. Each requires careful study, 
thoughtful reflection, and consideration of 
all the facts, before any solution fairly 
satisfactory may be reached. Public ac-
counting becomes more and more a study 
of each individual case. 
Treasury Stock in Relation to Stated Capital 
TR E A S U R Y stock, if it needs to be defined, is the stock of a corporation 
which has once been issued for value 
and subsequently reacquired by the same 
corporation. Stated capital is a some-
what more mystical term, meaning differ-
ent things in different states, and to the 
average person somewhat obscure. It 
is a term which has been introduced in 
recent years in connection with corpora-
tions having capital stock without par 
value, and, generally speaking, has not 
received the important consideration which 
it merits. The corporation law of the 
State of New York, as to corporations 
having shares without par value, makes 
alternate provision for stated capital. 
Depending on the certificate of incor-
poration, the stated capital must be an 
aggregate made up either of the total 
preference to which all issued and out-
standing preferred stock is entitled, plus 
all outstanding common stock at not less 
than $5.00 per share, plus any additional 
amounts which the directors shall have 
from time to time transferred to the sum 
of the two previous amounts; or the 
aggregate of the amounts received by 
the corporation for stock having no par 
value, plus all outstanding shares having 
a par value, plus any additional amounts 
which the directors may have transferred 
to the sum of the two previous amounts. 
It thus appears that in the event of failure 
on the part of directors to take formal 
cognizance of the matter and fix the stated 
capital, the provisions of the certificate 
of incorporation provide the formula and 
the amount becomes automatically deter-
mined by the facts of capital stock trans-
actions. 
In other words, where, under the first 
provision of the law, there is preferred 
capital stock having a par value and 
common capital stock without par but 
with a stated value per share not less than 
$5.00, the stated capital becomes the sum 
of the preferred capital stock outstanding 
at the par value per share, plus the common 
capital stock outstanding at the stated 
value per share. Under the second pro-
vision the amount of stated capital is 
determined by taking the number of 
shares of preferred stock outstanding at 
the par value per share, plus whatever 
was received as consideration for the issu-
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ance of the common shares having no par 
value. 
The effect on the situation of preferred 
shares having no par value is in question, 
and presumably may not be settled until 
either the law has been amended or the 
courts have decided whether or not placing 
a redemption value on the preferred shares 
entitles the holders thereof to a preference 
in the amount of the redemption value 
regardless of the value they may have 
given in exchange for the shares. The 
tendency at present appears to be in the 
direction of giving the preferred share-
holders a preference in the full amount 
of the redemption value. Under these 
circumstances the whole amount of the 
preference would have to be considered 
as forming a part of the stated capital. 
If this is not considered feasible, the only 
alternative would be to assign to the 
preferred shares for purposes of deter-
mining the stated capital the amount 
representing the value given to the cor-
poration by the preferred shareholders 
in exchange for the preferred shares. 
Crystallized, then, stated capital, assuming 
that the directors have not transferred 
thereto any surplus or otherwise fixed 
the amount, is the sum of the preferred 
capital plus the common capital. 
Coming now to the relation of treasury 
stock, there is first the question of whether 
or not treasury stock automatically re-
duces the capitalization of a corporation. 
On this point little technical argument 
appears to be needed, as logical thought 
seems to leave small doubt that under 
certain conditions this is so. If a cor-
poration sells its original stock, and there-
by acquires capital, conversely it must be 
true that if the corporation buys back 
that stock it parts with capital. How, 
then, may a corporation, having a stated 
capital represented by certain shares of 
preferred and common stock outstanding, 
buy any of such shares and return capital 
to the holders thereof without reducing 
its stated capital? The question seems 
unanswerable in the affirmative, except 
there be sufficient surplus to provide for 
the purchase. Surplus may be appropri-
ated and set aside for practically any 
purpose which is not illegal, and it is 
therefore conceivable that surplus may 
be regarded as having been appropriated 
for the purchase of treasury stock without 
impairing the stated capital. It is the 
opinion of some lawyers, although so 
far as is known there have as yet been no 
decisions by the courts on this point, 
that a corporation having stated capital 
may not, even in states where the law 
permits a corporation to acquire its own 
stock, purchase treasury stock in excess 
of the amount in the surplus account with-
out impairing the stated capital. 
Here, apparently, is a new angle to the 
situation involving corporations having 
shares without par value. It ignores any 
question of having to fix the amount at 
which treasury shares of non-par-value 
stock shall be carried, as this is fixed by 
the terms of acquisition. It does, however, 
raise a very vital question, and one to 
which more than passing attention should 
be given. A published balance sheet of 
a well-known corporation appearing within 
the past few months, shows capital stock 
and surplus amounting to ten million 
dollars. The composition of the total 
opposite this caption is given, but there 
is no definition of the stated capital. From 
the details which appear, the stated capital 
would seem to be seven and a half millions, 
with a surplus rising from current opera-
tions amounting to a million and a half. 
On the asset side of the balance sheet 
appears an item showing an investment 
in the preferred stock of the company in 
the amount of $2,200,000. It is described 
as having been acquired at cost, which 
was below the market at the date of the 
balance sheet, but it stands out promi-
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nently, owing to the fact that the total 
assets amount only to eleven and a half 
millions. 
If the opinion of lawyers above quoted 
is correct, this corporation has an im-
pairment of stated capital equal to seven 
hundred thousand dollars, because this 
is the amount by which the investment 
in preferred stock exceeds the surplus. 
While no reflection is inferred, the state-
ment bears the certificate of one of the 
leading firms of public accountants. This 
may indicate, however, that even those 
accountants who are most zealous and 
conscientious in their professional efforts 
have not given sufficient consideration 
to the question of corporations having 
stock without par value and the relation 
of treasury stock in connection therewith. 
It need not seem strange that public 
accountants are subject to criticism by 
lawyers, bankers, and business men when 
they pass by matters of this character 
in connection with which it is their duty 
to be informed and to exercise intelligent 
judgment under the circumstances. Some 
consolation may, of course, be derived 
from the fact that many of these questions 
are in more or less dispute, and that 
influences in the corporation referred to 
may have been responsible for the form 
in which the balance sheet appeared. 
There is little doubt, however, that 
these matters fall within the province 
of the public accountant to consider and 
handle, and only by getting well into 
the subject and understanding it thor-
oughly may he hope to carry conviction 
as to the proper treatment of moot 
questions to those with whom he comes 
in contact, be they clients, lawyers, or 
bankers. 
Book Review 
BLISS, J A M E S H . Financial and Oper-ating Ratios in Management. (New 
York, The Ronald Press Company, 1923. 
396 p.) 
Too many superlatives, like too many 
capitals, in composition, are likely to defeat 
the purpose of emphasis for which they 
are intended. Superlatives are needed 
to do justice to the present book under 
review. It is a contribution which has 
not in excellence and comprehensiveness 
been approached, let alone excelled, in 
modern times. 
Anyone who has followed accounting 
and related literature during the last 
decade must have been impressed with 
the smattering of treatment accorded 
to analysis and interpretation of financial 
statements and statistics. Either afraid 
of the subject or unqualified to tackle 
it, authors have generally contented them-
selves and imposed on the reading public 
by repeating and rehashing the conclu-
sions resulting from the sporadic, though 
praise-worthy, work done by one or two 
pioneers. 
The author of the present volume has 
recognized the need for a complete con-
sideration of the subject, gone courageously 
about the task, and done a fine job. He 
is entitled to praise and the everlasting 
gratitude of all progressive accountants. 
He has blazed a trail, the like of which 
will not be seen for some time to come. 
Any review short of a digest would 
be inadequate to give more than a hazy 
idea of the valuable material with which 
the book bristles from cover to cover. 
It must be read to be appreciated. Any 
accountant who fails to read it and further 
to take advantage of its contents is passing 
up something which is like water to the 
thirsty desert wanderer; this notwith-
standing that the book was prepared 
particularly for those in the field of man-
agement. 
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Some of the author's own words convey 
clearly his concept of the place which 
accounting plays in the general scheme 
of business: 
"The primary function of accounting should 
be considered to be that of rendering a service 
to executives and managers—the service 
of supplying information which will enable 
them to guide and control their affairs more 
profitably, economically, and conservatively. 
In the development of any accounting and 
statistical system the objective in mind and 
the viewpoint from which to design the plans 
should be to supply those who handle the 
business affairs with useful information, 
which they will understand and use in the 
conduct of their business." 
Further on the author gives expression 
to an assertion which, while perhaps 
a platitude, is worthy not only of more 
thoughtful consideration than it ever 
receives, but should serve as the motivating 
force for action more frequently than it 
does, to wit: 
"The average business man does not realize 
the greatest value out of financial statements 
that come to his attention, even though he 
might be vitally interested in the affairs of 
the particular concern. 
"There are two reasons for this situation: 
' (1) The fact that the average man does 
not understand how to read and interpret 
financial statements in a way to get the 
most information out of them; and 
"(2) As such financial statements are 
usually presented, considerable work is 
necessary in analyzing them. . . . 
"When it is fully appreciated that well 
analyzed financial statements afford the best 
basis for judging the affairs of a company, 
from both the internal and external point 
of view, more attention will be given the 
preparation and use of such statistics in 
business. . . . 
"Two definite suggestions might be offered 
which would enable public accountants to 
render business a greater service than they 
do at present: 
"(1) The presentation of better-analyzed 
reports. 
"(2) The accumulation of statistics on 
various lines of business which might be 
used for purposes of comparison and might 
thus afford a basis for useful suggestions 
to clients. 
"Accountants' reports should present to 
business executives as much analyzed and 
interpreted information as possible, or as 
might be appropriate in the particular 
circumstances. It is recognized that in some 
instances all a client desires is a certified 
balance sheet. In other classes of engage-
ments, however, the accountant has large 
opportunity to convey to the client all the 
information which his analysis may make 
possible. There is so much detail work 
involved in the making of any audit or 
investigation, that business men are justified 
in expecting most complete and compre-
hensive services in the form of analyzed and 
interpreted information. The importance of 
this point is further emphasized by the 
inability of the average business man to read 
and fully interpret accountants' reports as 
usually prepared." 
The book is so full of plain talk of this 
character that any attempt to give a 
picture of the contents, except by quoting 
from them here and there, fails miserably. 
Not only is the theory and application 
of financial and operating ratios well 
discussed, but part two contains a fine 
assortment of statistical tables setting 
forth a wealth of information not here-
tofore presented, in so far as the reviewer 
is aware, in any published document. 
These tables cover statistics on such 
phases as surplus net profits earned on 
net worth, surplus net profits earned on 
sales, turnover of inventories, turnover 
of accounts receivable, turnover of fixed 
property investment, turnover of total 
capital used, the investment and sources 
of capital in various industries, working 
capital ratio, proportion of earnings left 
in the business, changes in financial 
position. 
If any of these tables appear on their 
face to be unsound as to basis, a reading 
of the text clears away any criticism 
which might be offered. For example, 
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one finds, in glancing at the summary 
table on page 272, that it shows the turn-
over of inventory stated in dollars of sales 
per dollar of inventory. Immediately the 
careful observer notes the fallacy in this 
relation because of the fact that sales 
contain an element of profit, but experi-
ence in dealing with published figures 
makes one recall that it is next to im-
possible to obtain any information with 
regard to the cost of sales (which would 
show a truer relation) from published 
figures. Any attempted criticism on this 
score is anticipated by the author on 
page 270, where he shows his practical 
sense in the following: 
"It is recognized that these statistics do 
not present the actual turnover of inventories, 
which should be figured in the manner out-
lined in chapter eighteen. However, this 
is the only measure which could be applied 
uniformly to published statistics, and is 
sufficiently sound to illustrate the wide differ-
ences between industries and the trends of 
turnover from year to year." 
Since one of the prime values of statistics 
is found in comparison, so long as all 
figures are on the same basis, the basis 
appears to make little difference in bringing 
out trends. 
In conclusion it may be reiterated that 
the only way to obtain an intelligent 
idea of this book is to read it. Any 
accountant who aspires to progress will 
not stop with the reading. He will make 
use of the information. The author has 
rendered a public service to accountants. 
M a y it be hoped that the seeds will fall 
in much fertile ground and bring forth 
fruit which will serve to advance the 
interests and improve the work of account-
ants, for which improvement there is 
such crying need. 
We announce the organization, at our 
office at 30 Broad Street, New York, of 
a department specializing in audits and 
examinations of bond investment, stock 
brokerage, and cotton and produce ex-
change houses, under the personal direc-
tion of M r . T . N . Willins, resident partner, 
and M r . E . L . Peed, supervising accountant. 
M r . S. George Hay, manager of our 
Providence office, has been granted the 
G. P. A . certificate of the State of Rhode 
Island. M r . Hay also holds C. P. A . 
certificates of the States of Montana, 
Missouri, and Oklahoma. 
M r . W. L . Hagerty, assistant manager, 
Providence office, is also to be congratu-
lated on successfully passing the recent 
C. P. A . examinations of the State of 
Rhode Island. 
M r . J . R. Wildman has been appointed 
a member of the Committee on Arbitra-
tion of the New York State Society of 
Certified Public Accountants. This Com-
mittee, of which M r . E . L . Suffern is 
chairman, has been formed to co-operate 
with the Arbitration Society of America. 
We note with pleasure that M r . J . R . 
Hutson of the Baltimore office has been 
admitted to membership in the American 
Institute of Accountants. 
Miss H . C. Haines, our office secretary 
at Salt Lake City, has our congratulations 
upon her success in passing the C. P. A . 
examinations of the State of Utah. Miss 
Haines has the honor of being the first 
woman in her State to obtain the C. P. A . 
certificate. 
Our congratulations are extended also 
to Messrs. W . E . Nissen and W. L . Pit-
caithly of the Denver office, who have 
successfully passed the C. P. A . exami-
nations of the State of Colorado held in 
May, 1923. 
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TH E story of the stage-driver who was discriminating in the kind of insects 
at which he flicked his whip is not new, 
but it has its point, which is extremely 
appropriate to any concern whose activities 
are varied and widespread. In reply to 
an insistent passenger whose curiosity was 
aroused at the stage-driver's discrimina-
tion, the latter is said to have remarked, 
"Stranger, a grasshopper is a grasshopper, 
and a hossfly is a hossfly, but a hornet is 
an organization." 
The characteristics of an organization 
are many; among others, a scheme of 
things, correlated effort and cooperation. 
Its potency is dependent on the quality of 
the personnel, the soundness of aims and 
objects, the amount of loyalty and broad-
mindedness, the intelligent application of 
ability, and the unselfishness displayed by 
individuals in working for the common 
good. Like the hornet, it should respond 
as a unit to any stimulus wherever received, 
and work harmoniously and rhythmically 
to produce what might be called, using a 
figure of speech, the "sting." 
Apropos of the moral to be drawn from 
this story, i t may be related that on a 
certain occasion the manager of one of our 
own practice offices, when perplexed and 
perhaps somewhat annoyed at the settle-
ment of a matter which concerned the 
relations of his office with another practice 
office, raised the question, "What incentive 
have we to obtain large engagements, if we 
are to be penalized by not getting credit 
for the earnings reflected by our efforts?" 
The answer from the managing partner 
contains so much food for thought that it 
is reproduced herewith: 
"First—The development of the in-
terests of the firm with which you are 
associated; 
"Second—The development of your own 
local practice through a piece of work well 
executed for a local client; 
"Third—The future practice which will 
develop from the engagement i f it is well 
executed; 
"Fourth—The earnings which will be 
credited to your office from your account-
ants and assistants employed on the en-
Incentives Galore 
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gagement, which engagement you would 
have been unable to handle without the 
help of the other office. 
"Fifth—The consciousness that you have 
knit our organization into closer bonds of 
friendship by enabling an office to partici-
pate in the earnings resulting from an 
engagement which such office has been able 
to assist you in executing." 
If this were not enough, there might be 
facetiously added, "Who wants to be a 
grasshopper—or a horsefly?" 
The Question of Insistence 
WH E N may a public accountant stand on his professional prerogatives and 
refuse flat-footed to do what a client wants 
done? This question has puzzled account-
ants, no doubt, since their work first 
took professional form. And the matter 
grows no less baffling as the activities 
of public practice enlarge and become more 
involved. 
Is the accountant justified in taking issue 
with a client who expresses a preference for 
a certain form in statements? For ex-
ample, some clients have their own ideas 
as to the order of current assets, which 
order does not accord with the best theory 
and generally accepted practice. Some in-
stitution officials object to any designation 
of fund reserves except "funds," which is 
contrary to one of the first principles of 
accounting terminology. Should the ac-
countant refuse to become a party to any 
published statement which contains a 
glaring violation of this character? 
Again, clients have been known to favor 
brevity and clever wording of captions 
which will avoid any chance of pertinent 
questions on the part of stockholders. A t 
other times requests are made of account-
tants for balance sheets without the com-
ments which have been embodied in 
previous reports, or balance sheets without 
the usual accompanying income statements. 
Generally speaking, there should be no 
differentiation in reports on account of 
the use to which they are to be put. A 
proper and comprehensive report should 
serve the purposes of all parties who may 
have occasion to refer to it. If, perchance, 
there is some part in which the stockholder 
is not interested, let him ignore it. If 
creditors are not concerned with the income 
statement, let them pass it over. But what 
is good for one is likely to be good, or at 
least useful, for all. 
A balance sheet without comments, 
qualifying footnotes, or parenthetical ex-
planations is supposed to be like a "clean" 
bill of exchange. There are supposed to be 
no documents attached. Cash means only 
one thing. Notes and accounts receivable 
are all considered to be good. Inventories 
are the result of physical count, are priced 
at cost or market, whichever is lower, and 
contain no obsolete, unsalable material or 
scrap except at realizable values. A l l 
known liabilities are supposed to be in-
cluded, etc., etc. 
While the safest procedure is to make 
any statement so clear and sound that it 
wil l stand by itself if detached from a 
report, this is frequently impracticable 
because of the extensive qualification or 
explanation required. But serious thought 
should be given before any statement is 
separated from others, or from the com-
ments, and given out accordingly. 
Most of the questions of form, arrange-
ment, and nomenclature have to do with 
professional technique. The accountant is 
presumed to know more about these 
matters than the average client. There is 
frequent opportunity for missionary work 
along these lines in making clear to clients 
the advantages of accepted practice. But 
if the client will not be convinced, it is a 
matter of small moment that he insists on 
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having his own way. The accountant 
may have to swallow his professional pride, 
but the practical solution demands it, and 
he may do it without any sacrifice of pro-
fessional integrity. 
The occasion for refusal is the case where 
the statement, if allowed to stand with the 
accountant's name on it, would make him 
a party to misrepresentating the facts, or to 
misleading the reader. The test of cases 
on the borderline is: "Are they mis-
leading?" If they are, the accountant's 
name has no place in connection with them. 
Rather than accede to a request for such 
service his duty requires him to quit the 
engagement. If he does not, he falls into 
dishonor in a profession where the chief 
virtue is integrity. If an accountant's 
name stands for anything, it stands for 
integrity. Loss of practice by reason of 
refusal on the part of an accountant to 
place his integrity in jeopardy, or even in 
question, is honorable, even though painful, 
and can be but temporary. Practice with 
dishonor might be financially profitable for 
a time, but the risk would not be worth the 
gain, even if there were no question of 
professional consciousness involved. 
Classification of Serial Maturities 
DE B A T A B L E questions are sometimes said to provide some of the spice of 
technical procedure in accountancy. As 
one looks over the list of such questions 
there are many which appear to be possible 
of settlement through the application of 
refined classification. In fact, most of the 
questions of classification probably may be 
settled by sufficient consideration of the 
variable factors which affect the problems 
and corresponding refinement in providing 
for the conditions to which variation gives 
rise. 
One of the outstanding questions of 
classification involves serial maturities of 
funded or long term debts. The present 
somewhat marked tendency of so arranging 
bond and note issues that the maturities 
will be spread over a period of years, fur-
nishes the occasion for considerable atten-
tion from time to time to this matter. The 
question at issue is when, if ever, ma-
turing installments should be included 
among the current liabilities. This is 
a matter which obviously has consider-
able bearing on the current ratio, and 
may distinctly affect the current position 
of a company depending on whether 
this installment about to mature is or is 
not included as a current liability. 
The classification prescribed by the 
Interstate Commerce Commission, which 
has served as a substantial basis for much 
of the legislation affecting accounting, 
deals with funded debt maturing, as 
follows: 
"There shall be included in this account 
the total par value of unmatured debt matur-
ing more than two years from date of issue, 
issued by the accounting company and not 
retired or cancelled. * * * " 
This provision is so interpreted and 
applied that debts maturing one day after 
a balance sheet date are held to mature as 
of the balance sheet date, while maturities 
falling on the second day following a 
balance sheet date are considered to have 
fallen without the period closed by the 
date at which the balance sheet is pre-
pared. In other words, in a case where the 
balance sheet is of December 31, and the 
question is one of deciding, under the pro-
visions of this section, whether or not a 
maturity debt should be classified as un-
matured or matured, if the date of maturity 
falls on January 1, the obligation is re-
garded as having matured December 31. 
If the date falls on January 2, the debt, for 
68 HASKINS & SELLS September 
purposes of the December 31 balance sheet, 
has not matured. 
While the accounting for utilities does 
not take as much cognizance of current 
position as is taken in the field of commer-
cial activity, the position and classification 
as to maturities may have some bearing 
on the picture displayed by the balance 
sheet. In the commercial field not only 
is increasing attention being given to 
current position, but thousands of ratios 
are now being built up for purposes of 
comparison and differentiation with respect 
to companies operating in the same field 
over a period of years and to companies 
operating in various lines of business. 
Where installments are maturing in like 
amounts from year to year, the effect on 
current position, granting that the obliga-
tions are to be redeemed, would be uniform 
over the period during which the maturities 
fall due, and during such period would not 
distort, in so far as fluctuations are con-
cerned, the current position of any com-
pany. This, possibly, would not be 
prejudicial to the standing of any company 
except where the period of maturities is of 
short duration and an attempt might be 
made to compare current position during 
this short period with a long stretch 
preceding and following the period under 
consideration. Difficulty would be en-
countered in undertaking to compare two 
companies where, with the obligations 
being redeemed as they mature, one 
company were to include the maturities 
as current, while the other company were 
to exclude such items from the current 
liabilities. 
The difficulty in attempting to suggest a 
rule for the settlement of a question such 
as the one under discussion lies in the fact 
that the financial procedure may vary not 
only with respect to different companies, 
but within the same company from time 
to time. Maturing obligations may be 
redeemed or they may be refunded. Where 
they are to be redeemed as they mature, 
there is a strong argument in favor of in-
cluding the maturing installments among 
the current liabilities. Just where to draw 
the line as to when an obligation of this 
kind becomes current is a somewhat diffi-
cult matter. The general tendency is to 
follow the arbitrary period of two years 
laid down by the Interstate Commerce 
Commission. Even with this aid, however, 
the problem is not entirely solved. The 
accountant at times is not in a position to 
ascertain what disposition will finally be 
made of maturing installments. Proceed-
ing on the statement of intention on the 
part of company officials as to the disposi-
tion of an item about to mature, the ac-
countant might easily be placed in the 
somewhat embarrassing position of in-
cluding it among current liabilities, only 
to have the obligation refunded when it 
falls due. 
On the other hand, there is a possibility 
of serious criticism if an accountant puts 
out or is a party to a statement put out 
by the company in which a substantial 
amount of maturing debt has not been 
brought to the attention of anyone who 
may have occasion to read the balance 
sheet. There is some doubt as to which is 
the more preferable position to be in, 
namely, to have included something which 
should not have been included, or to have 
failed to include something which should 
have been included. Either position seems 
to augur i l l for the accountant i f he at-
tempts too much precision in the way of 
classification with respect to this item. 
The solution of the problem which 
seems to meet the situation with fairness 
alike to the client, to anyone who may read 
the balance sheet, and to the accountant, 
consists in making use of the very useful 
device of parenthetical explanation. If 
following or underneath the caption setting 
forth the debt in total, there is inserted in 
parentheses a memorandum showing the 
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date and amount of the next maturing 
installment or installments, if the situation 
requires the latter, every purpose appears 
to be served. The reader is on notice as 
to the time when the installment will 
mature, the facts have been stated, and 
even though sharp classification has been 
purposely avoided, even the statisticians 
who may have occasion to use the figures 
are in a position to adjust the current 
liabilities or not, as their judgment or 
scheme of use may dictate. 
Padded Inventories 
NO T long since the daily papers con-tained reference to a report filed in 
the Federal Court by the receivers for a 
silk concern in which, according to the 
newspapers, it set forth that "the inventory 
of the corporation was overstated by a 
sum in excess of $1,250,000, and that the 
overstatement was concealed from the 
accountants and appraisers by the creation 
of false records for the purpose of deceiving 
the bankers." 
Newspaper reports are not needed to 
recall other instances where inventories 
have been used for purposes of deception, 
to conceal losses, inflate profits, and 
generally produce favorable results. Dur-
ing the past three or four years conditions 
have been ripe for this sort of thing, due 
to the marked fluctuations in price levels 
and the readjustments occasioned by 
economic influences. 
The subject of inventories is one which 
all accountants who are thoughtful and 
sensitive to the risk involved need to 
approach with some fear and trembling. 
Granting, however, that the accountant 
takes his professional life in his hands, so 
to speak, when he approaches a situation 
in which inventories are involved, there is 
still no reason, apparently, why he should 
not make use of such common sense as he 
has without relying solely on the somewhat 
perfunctory technique usually employed 
in verification procedure. 
The story of inventory requirements 
from an accounting point of view is old 
and worn, but, perhaps, like the oft-told 
tale, it becomes so commonplace that it is 
accepted as a matter of course and forth-
with disregarded. The word inventory 
implies the physical existence of materials 
or goods. This existence, obviously, is pre-
requisite to value. Further, the term 
definitely means a counting, listing and 
valuing of goods. The verification of an 
inventory then involves several questions: 
(1) becoming satisfied as to the existence 
of the goods; (2) that they were accu-
rately counted and listed; (3) that the 
prices used in valuation were proper; and 
(4) that the mathematical computations 
necessary to arrive at a total were correct. 
On the first point evidence is frequently 
impossible beyond the attestation of per-
sons who took or supervised the physical 
count, except in those somewhat rare in-
stances where the accountants were in 
charge of such work. Too frequently no 
physical inventory is taken and the quan-
tities are drawn from the book records. 
There is here, of course, an added question 
as to whether or not the balances on the 
stock records reasonably represent the 
goods in existence. 
As to the counting and listing the ac-
countant is likewise dependent on the 
word of others, except as he may have the 
opportunity to test the schedule from 
original memoranda made in the case of a 
physical inventory when the count was 
taken. Prices used in valuation, however, 
are usually at his disposal, and it is in this 
particular, usually, that he may render 
most intelligent service. The basis of 
valuation is too well established to call for 
much question. Cost or market, which-
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ever was lower at the date of inventory, 
has come to be usually accepted, save 
only in certain industries where the 
practice thereof is to use sales prices. The 
investigation of inventories for obsolete, 
unsalable, or scrap material naturally calls 
for considerable care, and it is frequently 
necessary to be guided somewhat by the 
judgment of others as to the values thereof. 
In the matter of mathematical computa-
tions the accountant usually has at his 
command ample opportunity for investi-
gation, and the opinion is ventured that 
more stress is placed on this phase of the 
work generally than is warranted. U n -
fortunately, instead of reviewing the whole 
inventory carefully before beginning work, 
the accountant is too prone to begin 
routine checking, failing to distinguish 
between the items which are important 
and those which are unimportant. 
It is not without the scope of reason, in 
so far as the accountant is concerned, to 
expect that in addition to applying routine 
methods of verification intelligently he 
will use some measure of common sense in 
his work. This requires of him that he 
will consider first the value placed on the 
inventory in relation to the total values 
assigned to the company's assets, and plan 
his work in accordance with the importance 
of the inventory as indicated by this rela-
tion. There is nothing to prevent him 
from inspection of such stock of goods and 
materials as is on hand at the time he 
begins his investigations and from de-
veloping, by questioning responsible em-
ployes and investigating various records, 
subsidiary and otherwise, information 
which will give him some check on the 
situation at the date under consideration. 
Most accountants recall instances where 
personal inspection has brought to light 
large quantities of material, the condition 
of which at the time of inspection would 
have made it impossible to have included 
such material in an inventory previously 
taken, at cost or market values. By 
measurement, count, or even rough esti-
mate and subsequent calculation, the 
accountant in these instances would have 
been justified in excluding such materials 
from the inventory except at scrap values. 
The verification of prices need not be 
restricted to the company's records. Inde-
pendent sources of data, such as catalogues, 
price lists, trade publications, and the now 
numerous published statistical tables, are 
available to the accountant who is aware of 
these sources as a means of independent 
verification. 
Preceding all this the intelligent accoun-
tant has at his command common sense 
methods of judging the reasonableness of 
the inventory results. His knowledge 
of accounting tells him that the two 
elements of sales price are profit and 
cost; that the difference between sales 
and net profit, having consideration for 
extraneous earnings, is selling cost; that 
the difference between sales and gross profit 
is manufacturing cost. Records are usually 
available from which average or reasonable 
gross profit may be determined which, 
when taken out of the sales, will indicate 
the cost for the period under consideration. 
Having regard to turnover and fluctuations 
in price level, the accountant of average 
intelligence finds little difficulty in obtain-
ing a general check on inventories. Grant-
ing that this test is not conclusive, it 
nevertheless brings to light immediately 
illogical or improper valuations of inven-
tories, and the chances are that it wi l l 
point the way to the discovery of trickery, 
concealment, or manipulation in inventory 
matters. 
It is inconceivable that an installment 
house could continually inflate inventories 
by taking in goods repossessed without 
relieving the accounts receivable corres-
pondingly, were a test of this character 
applied. It is likewise hard to believe 
that any inventory could be padded to the 
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extent of over a million dollars had the 
accountants investigated the matter with 
some perspective instead of having gotten 
so close to the details as to have had the 
true situation obscured. Technical pro-
cedure, unseasoned by common sense, is 
not likely to discover padded inventories, 
particularly where there is a deliberate 
attempt at concealment and falsification of 
records. A little common sense at times 
is worth more than all the technical pro-
cedure in the world. 
Observations of a Junior Assistant 
THE following comments are the expres-
sions of a man on the staff who started 
thinking about his work when his re-
sponsibilities were meagre. There is per-
haps nothing new in the observations 
themselves beyond the fact that they 
bring out some of the points concerning 
procedure in a phase of public accounting 
work which is frequently passed over 
somewhat casually as being of minor 
importance. Faithfulness in the little 
things, in thought as well as deed, has 
brought to this man enlarged responsi-
bilities and more important work. He 
is now an in-charge accountant. 
It is often the case that our count of 
petty cash is simply perfunctory. We 
ascertain from the general ledger that 
there should be a certain amount of cash 
in the imprest fund. We then set about 
to verify the amount. Our one point in 
view is to see either the cash, cash items, 
or proper vouchers. 
In counting the cash and cash items we 
find little difficulty. It is in the case of 
proper vouchers that we at times fail to 
glean their import. In our haste or 
anxiety to prove the correctness of the 
fund, we simply note the amount of the 
voucher, that it is properly signed or sup-
ported by an invoice, arid then pass on 
to the next voucher. Perhaps we are 
negligent about glancing at the date of 
the voucher; but more important, we 
should question the propriety of the in-
clusion of all the items in petty cash. 
The following example may serve to 
better illustrate these points: 
We were making an audit for the six 
months ended March 31, 1922. The 
engagement was started in Apri l , 1922. 
The petty cash fund amounted to $300. 
Upon counting the fund it was found to 
consist of approximately $150 in cash, 
and vouchers bringing the amount up to 
$300. The dates of the vouchers ran 
as far back as December, 1921, and only a 
few small amounts were applicable to the 
period subsequent to March 31, 1922. 
The cashier was asked if it was not usual 
to reimburse the imprest fund and dis-
tribute the expense at the end of the fiscal 
period. She replied that they had no 
special time for reimbursing the imprest 
fund, and that she was of the opinion 
that similar conditions had existed on 
previous audits; however, no questions 
had been raised about the matter. U n -
doubtedly, if such conditions had previ-
ously existed the petty cash count had 
not disclosed this fact. Otherwise the 
situation would have been corrected by 
the one reviewing the report. Too often 
we show but one amount for vouchers, 
omitting all detail. 
In the above case, after considering the 
size of the engagement and our certificate, 
it was deemed advisable to insist on the 
proper distribution of the $150 to the 
expense accounts affected. 
In verifying the petty cash of a publish-
ing institution in Apri l , 1922, two receipts 
for funds deposited with the post office 
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to secure payment of postage were found. 
One receipt for $75 was dated December 
5, 1916, while the other receipt for $50 
was dated January 10, 1922. 
Haskins & Sells had installed the ac-
counting system at this institution and had 
made provision in the general ledger for an 
account "Advances to Post Office." N o 
entry had ever been made in this account. 
These receipts should not have been 
permitted to remain in petty cash, but 
should have been transferred to their 
proper account, "Advances to Post Office." 
With these items in this account atten-
tion would have been called to the neces-
sity of properly verifying their existence 
at the end of the accounting period, but 
left in petty cash, the item was lost. 
Our working papers showing the petty 
cash count are not as uniform and com-
plete as they should be. In most instances 
it is best to use a journal sheet in recording 
our count. In order to conform to Haskins 
& Sells technique we should not use the 
credit column on the journal sheet. The 
detail amount of the several sections of 
the count should be entered in columnar 
form to the left of the debit column, 
extending the total of each of the different 
sections into the debit column. Then 
when the final total of the petty cash 
count is made, it should appear in the 
debit column, which conforms to the 
accounting theory of assets being debits. 
To bring out the incompleteness of some 
of our petty cash working papers we might 
consider the following: 
A petty cash count had been made, the 
final total being $1,000. This amount 
was called "total per general ledger." It 
was composed of the usual items, the 
vouchers being shown on the count in one 
total as "Vouchers—$78.05." A notation 
at the bottom of the page read, "$50 at 
various agencies was not counted." The 
total petty cash as shown by the trial 
balance was $105. The question that 
arose was whether or not the amount on 
hand at various agencies was included 
in the item of "Vouchers—$78.05" in the 
petty cash count. It was logical to as-
sume such to be the case, as the total 
$1,000 was shown as stated above— 
total per general ledger. If the latter 
were true then there existed a shortage of 
$50. It left a grave uncertainty that a 
little care would have obviated. 
We must occasionally make use of tact 
in order to render impossible the arising 
of an awkward situation. It is a situation 
that we seldom if ever find on a large 
engagement, but one that is more than 
likely to be the rule on the smaller audits; 
that is, to have the entire petty cash fund 
turned over to the accountant by the 
cashier, who then goes on about his or 
her duties, perhaps near by, but possibly 
in another room. 
The cashier should be requested to re-
main with the accountant until the fund 
has been verified and returned. The cash-
ier may feel positive the amount is correct, 
and have a great mass of work awaiting 
attention, but we must always consider the 
subsequent embarrassment that would 
result i f a shortage should arise where the 
cashier had not been in strict attendance 
at the time of counting the petty cash. 
Recently a case was noted where the 
accountant made three requests for the 
cashier to attend the petty cash count, 
each request more pointed than the previ-
ous one, but they were of no avail. A t 
the end of the count the cashier was in 
another room and did not return until an 
office boy had been sent requesting her 
to return and take charge of the fund. 
However, such obstinate and indifferent 
people are seldom encountered. 
Petty cash is one of the easiest and 
simplest of accounts in our engagements 
to verify. However, it is an item on which 
more thought may be profitably spent than 
has been the wont. 
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instinct of self-preservation was strong. 
Selfishness, probably more than any other 
one thing, is the cause of the friction which 
arises in the course of human relationships. 
The true basis of cooperation is unselfish-
ness. Devotion to a cause is postulated 
on that characteristic. Complete coopera-
tion is possible in no other way. The 
moment the parties to a scheme requiring 
cooperation begin to "jockey for position," 
as it were, at that moment the doom of 
success begins to take form. When self-
interest develops it obscures the vision 
and begins to interfere with proper per-
spective, which is essential to the full 
consideration of a joint-interest program. 
Any scheme of cooperation calls for un-
selfish thoughts, words, and deeds. It re-
quires subordination of everything which 
is not whole-heartedly in support of the 
object of attainment. Self-sacrifice may 
be necessary. If so, it must be suffered 
for the good of the cause. No part may 
assume proportions greater than the whole. 
There is perhaps no type of undertaking 
that requires as much in the way of co-
operation as a professional organization. 
TH E operation of the human mind is a strange phenomenon. In an individ-
ual, the mind works one way to-day; 
another way to-morrow. Two individuals 
thinking about the same thing may arrive 
at totally different conclusions. The mind 
is influenced sometimes by facts; some-
times by false hypotheses which have all 
the appearance of fact; again by repre-
sentations or arguments put forth with 
good or bad motive by other individuals. 
Actions of human beings are not always 
true indices of the operation of the mind; 
neither is the spoken word. The person 
who says what he thinks, is one type. The 
person who gives voice to something which 
another person is pleased to hear, is an-
other. He who gives expression to the 
things which will advance his own interest 
is in a third class. And there is no casual 
way of determining the relation between 
words and actions on the one hand and 
thoughts on the other. 
The motive for words and actions which 
are not the true expression of thought is 
selfishness. This quality is a heritage from 
common, primitive ancestors in whom the 
The Basis of Co-operation 
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The service of the client is paramount. 
Whatever is required to achieve satisfac-
tory service must be done; often at the 
expense of personal discomfort to one or 
more individuals. Again, the service may 
involve considerable readjustment of forces 
within the organization, but the client 
knows no details of internal arrangement. 
The purchaser of goods in a department 
store is not concerned with the depart-
mental scheme of things. His dealings are 
with the concern which operates the store. 
Any firm rendering professional service 
is faced with the fundamental necessity of 
meeting the demands of clients whenever, 
wherever they are made, no matter how 
technical or involved they may be. Co-
operation is essential to proper service. It 
can be had only by unselfish devotion to an 
ideal, which devotion has its basis in un-
selfish deeds on the part of every individual 
who is a party to the organization. 
A Story of Use and Occupancy 
IN S U R A N C E is usually associated with fires, thefts, accidents, and deaths. 
But of late years, and particularly the last 
two or three, there has come into some 
vogue a form of insurance known as Use 
and Occupancy. The term is somewhat 
ambiguous to the uninitiated, but is used 
to denote insurance against loss of profit 
through business interruption resulting 
from fire; in short, business interruption 
insurance. It is separate and distinct from 
property loss insurance, and like the latter 
may be covered by an adjustable or by a 
valued policy. Under the valued form of 
policy the assured pays a higher rate of 
premium, but in settlement receives the 
amount of the insurance carried regardless 
of the actual loss. Probably most of the 
use and occupancy policies carried at 
present, however, are on an adjustable 
basis as a result of which the loss sustained 
by fire has to be determined. 
Property loss settlements are now made 
with comparative ease from reports pre-
pared by adjusters who fix the amounts, if 
at times somewhat arbitrarily, from quan-
tities actually determined or estimated, 
prices, supposed to represent replacement 
values, and in some cases with an addi-
tional allowance for expenses related to the 
physical property destroyed. The method 
has become more or less standardized and 
permits of little practical controversy. 
Use and occupancy settlements present 
more of a problem in that the form of in-
surance is relatively new. Methods of 
arriving at the amount of loss have not 
yet been developed because of the meagre 
experience available on which to base 
methods, and further, because the deter-
mination of the amount lost by the assured 
requires reference to the books and records 
and is subject to involvement through the 
many accounting questions which invari-
ably arise. Briefly, use and occupancy 
settlements are largely a matter of ac-
counting. 
A recent case of use and occupancy in-
surance is of more than passing interest 
because of the fact that two firms of 
accountants were retained to determine 
the amount of loss; one firm by the as-
sured, the other by the underwriters. Fail-
ing to agree on the amount of loss the two 
firms, under authority of an appraisal 
agreement to which their principals became 
parties, called in a third party to act as 
umpire in the dispute. This case is 
thought to be one of the first of its kind 
to go to arbitration and illustrates what 
may be accomplished by this method, 
particularly where the questions are those 
of accounting and are submitted to an 
accountant, since in this case the findings 
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of the umpire were accepted by the dis-
putants, and the award was unanimously 
signed. 
The fire occurred in a lumber yard. 
Some interruption naturally ensued, not 
only on account of the disorder which arose 
and the delay incident to inspection and 
determination of the property loss, but also 
because of the fact that important equip-
ment necessary to the handling of high 
grade, select lumber was deranged and 
rendered useless for some time. But owing 
to the resourcefulness of the assured, the 
interruption of the yard operation and mill 
as a whole was relatively slight, since low 
grade lumber was bought, dressed and sold, 
or bought and sold without passing through 
the yard. The market was short, how-
ever, on high grade material, and such as 
had to be obtained in order to meet certain 
sales orders could not be purchased except 
at exorbitant prices. The question of loss 
was therefore first complicated by the fact 
that while there was comparatively little 
actual interruption the assured did suffer 
by reason of the class of business handled 
which produced much less profit, even 
though the volume was practically normal. 
There were four main points on which 
the accountants disagreed originally; the 
rate of allowance for bad debts, whether a 
bonus paid to officials was properly in-
cluded in expense, the treatment of the 
property loss settlement, and the period of 
interruption. The first three were dis-
posed of with little difficulty by the umpire 
who ruled on the questions in order to 
compose the differences. The question of 
interruptions was considered impossible of 
solution in the same way, and the umpire 
offered a substitute method of determining 
the loss, which automatically removed the 
problem of fixing the period of interruption. 
With regard to bad debts, it had been 
the practice of the corporation to make a 
charge equal to one per cent. of the sales to 
provide for losses of this character. The 
experience over a period of seven years, 
however, showed that the losses had been 
equal to only about one-half of one per 
cent. Here was a fine chance for an argu-
ment with material of this character in the 
hands of two intelligent accountants. The 
accountant for the assured contended for 
the amount shown by experience; the ac-
countant representing the underwriters for 
the amount fixed by the rate of annual 
provision. The umpire ruled that the ex-
pense should be allowed to stand as charged 
regardless of the fact that the charge was 
in excess of the needs, since, had there 
been no fire, the company would in all 
probability have proceeded thus. 
Bonuses to officials were excluded since 
it was shown that these officials owned 
practically all the shares of stock out-
standing and received salaries commen-
surate with the duties and responsibilities 
of officers in a corporation having the size 
and volume of business such as the one in 
question. Any moneys received in excess 
of such salaries were therefore held by the 
umpire to be distribution of profit and as 
such not properly included in the expenses. 
The question of the settlement of the 
property loss was somewhat more compli-
cated. What happened was that the ad-
juster fixed the loss at a certain amount, 
say $30,000. Of this, $24,000 was to 
cover material destroyed; $6,000 for ex-
pense of unloading and placing the same 
material where received, and removing 
debris and partially destroyed lumber after 
the fire. The company actually credited 
the whole amount received to sales. This 
procedure, while the effect is not apparent 
at this point, would have made some dif-
ference in the allowance under the inter-
ruption policy had the entry been ac-
cepted as correct. On the strength of the 
entry the accountant for the underwriters 
objected to any other treatment while the 
accountant for the assured insisted that 
in the calculation of the use and occupancy 
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allowance the property loss settlement 
should be applied as an offset to the cost of 
goods sold for the year, which, incidentally, 
had to be determined by the inventory 
method. 
The umpire ruled that the amount of 
the settlement should be separated into 
two parts; one covering the material de-
stroyed; the other, the expense involved; 
and that the two amounts should be ap-
plied, respectively, against the material 
cost and expense. The accountant for the 
underwriters accepted the principle of the 
ruling, but objected to the umpire's divi-
sion of the amount involved in the property 
loss settlement, which assigned something 
like $18,000 to merchandise and $12,000 to 
expense. The objection was based on the 
contention that this division was not in 
accordance with the facts of the settlement. 
The truth of this assertion may not be 
controverted, but a careful analysis of the 
company's purchase data revealed the fact 
also that at no time during the year did the 
average purchase price per thousand feet 
exceed forty dollars, whereas the property 
loss allowance per thousand feet was 
forty-eight dollars. 
Little argument is necessary to convince 
those who are familiar with such matters 
that insurance companies are not, if they 
know it, inclined to allow policy-holders 
profit on a fire loss. But such was the 
effect in this case, because of the method 
employed by the adjuster who having 
scheduled the material destroyed proceded 
to price it out at replacement values taken 
from market quotations at approximately 
the date of the fire. The only stock which 
could have been destroyed, whether figured 
on an average or on an order of purchase 
basis, could not have cost more than thirty-
six dollars per thousand feet. 
No criticism is intended of the theory of 
replacement made use of by the adjuster. 
In the face of this statement, however, it 
may appear that undue emphasis is placed 
on the fire loss phase of the controversy. 
But other matters not yet disclosed were 
dependent on the division of the fire loss 
settlement and lack of detailed information 
made necessary the introduction of equity 
as a partial basis of decision, so that such 
principle was applied somewhat to this 
particular point. The material in stock 
at the time of the fire, sales up to that time 
having been exhausted in the order of 
stock purchases, cost on an average thirty-
six dollars per thousand feet. The footage 
destroyed was therefore regarded as having 
cost thirty-six dollars per thousand feet 
and the material loss computed as $18,000. 
The remainder of the $30,000 allowed was 
assigned to expense. 
As previously stated, the big point of 
difference between the two accountant 
parties to the disagreement was the period 
of interruption. Obviously a claim based 
on an amount of loss per day would depend 
not only on the items entering into the 
computation of net profit, but the number 
of days. The accountant for the assured 
alleged a period of interruption covering 
three and one-half months. This was re-
futed by the accountant for the under-
writers who showed by statistics taken 
from the company's records that there were 
only a few days when the footage handled 
was nil or less than normal. 
In view of the wide divergence between 
the two parties, the umpire offered a sub-
stitute method which supplied figures 
taken from the month and a half preceding 
the fire and the month following the alleged 
period of interruption and averaged. Both 
parties admitted that these were normal 
periods. Therefore, the period interven-
ing might fairly be represented by an aver-
age of the two and such figures when sub-
stituted would establish a result fairly 
representative of what would have ap-
peared had there been no fire. 
Both parties agreed to the method and 
further to the arbitrary plan of exhausting 
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the sales at cost in the order of material 
purchased. This method is not supported 
by any better theory or authority than 
that which makes use of average cost 
prices, but as the company had no cost 
system which would supply exact figures, 
and as it became necessary to agree on 
some method, this was offered as having as 
much, if not more, authority of usage as 
the average method, and probably a more 
logical basis. 
Sales in footage and value for the periods 
prior and subsequent to the alleged period 
of interruption were averaged; costs were 
treated in the same manner. The ex-
penses for the period of substitution were 
based on certain items only, namely, those 
which might in any way have been affected 
by the fire, and were averaged for the whole 
year, exclusive of the alleged period of 
interruption, as representing a fairer basis 
of average. This was particularly true 
because there was reason to believe that 
some expense incident to recovery from 
the fire was scattered throughout that 
whole part of the calendar year which 
followed the date of the fire. 
The estimated figures, when substituted, 
filled the gap and made possible the de-
termination of theoretical sales, cost of 
sales and expenses for the year and there-
from the estimated profit for the year under 
the theory of non-interruption. This profit, 
when compared with that shown by the 
books for the year, determined the detri-
ment held as being due to the fire and 
hence the measure of loss under the use and 
occupancy policy. 
It is interesting to note than the amount 
of the award was practically midway be-
tween the two extremes for which the re-
spective accountants contended. Had the 
two amounts been averaged the result 
would have been very little different. But 
the more devious way was founded on 
logic, reason, and equity, and was conse-
quently accepted by the parties disputant. 
There were many fine shades of difference 
which have not been brought out in this 
discussion, but the minor, like the major 
questions, were possible of settlement only 
through the application of accounting 
principles and practice. Use and occu-
pancy losses, as they become more fre-
quent, bid fair to call for the services of 
accountants in their settlement. Arbi -
tration wil l be less required as policy-
holders learn to keep for fire loss pur-
poses clean, accurate cost records, as 
they learned to keep, by compulsion, 
general financial records for income tax 
purposes. 
Diagnosis and Treatment 
A R E V I E W of the history of medical practice would probably reveal the 
fact that at one stage of the development 
physicians resorted to indiscriminate 
"bleeding" of patients, regardless of the 
ailment. Later on, calomel and quinine 
were administered as a sort of cure-all, 
whether or not such medication was indi-
cated. Revised from time to time, the 
practice of medicine now pretty generally 
calls for examination of each case and a 
diagnosis before treatment or medicine is 
prescribed. 
Accountancy may well take a lesson 
from an older profession and give some 
thought to the matter of technical pro-
cedure. Constant consideration and re-
vision from time to time is essential to 
progress in any profession. As medical 
practice has more or less responsibility 
for human life, so accountancy practice is 
vitally concerned with economic or busi-
ness life. 
The discouraging part about accoun-
tancy practice is that its practitioners are 
too prone, using a figure of speech, to con-
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tinue bleeding and giving calomel and 
quinine. The perfunctory technique which 
has grown up becomes the traditional 
guide for general practice. Because it has 
always been the rule to foot, check, analyze, 
and put together after a formula, figures 
substantially those recorded on the books, 
accountants are too well satisfied to con-
tinue giving clients reports which contain 
scarcely more than their own statements 
show. Analysis, interpretation, and con-
structive discussion are usually beyond the 
accountant because, when he comes to the 
point of writing the report, having spent 
his time verifying figures on the engage-
ment, he has nothing much to discuss 
except a few bookkeeping errors. 
Diagnosis may be a strange term to the 
nomenclature of accountancy, but it has 
its application to accountancy work never-
theless. Where is there an engagement on 
which the work might not be more intelli-
gently and effectively prosecuted, if time 
had been taken to survey the situation and 
discover, if any, the existing trouble before 
proceeding? Where is there a case in 
which no trouble could be discovered by a 
competent and energetic accountant of 
experience and vision? The opinion is 
ventured that not only would the quality 
of work be improved but the time on en-
gagements would be shortened and the 
expense to clients substantially lessened 
were more time to be devoted to a study 
of the engagement and consideration given 
to methods of technical procedure before 
plunging into the detail work according to 
some cut and dried program of audit. 
A striking example of this is found in a 
recent engagement. A client came into 
the office of a public accountant with the 
announcement that the cash condition of 
his company was unsatisfactory, while the 
accounts receivable were, as he expressed 
it, "piling up." He requested that an 
investigation be made of the matter, 
adding that he did not suspect any irregu-
larities or anyone of his employes of 
fiduciary lapse. His desire was, he said, 
the simple one of wanting to find out the 
trouble, in order that remedies might be 
applied. 
According to the traditions of practice, 
the first method of attack which would 
suggest itself would be the aging of ac-
counts or the sending out of confirmations, 
or both. But the accountant who was 
assigned to the engagement did not pro-
ceed that way. Instead, he first made an 
intelligent study of the situation from the 
general books to try and discover, before 
diving into a long and expensive process of 
detail work, the cause of the trouble. In 
other words, he made an examination and 
diagnosis before attempting to prescribe, 
and consumed in such work only two or 
three hours. 
The sales were tabulated by months 
from January, 1922, to Apri l , 1923. Like-
wise, he scheduled the accounts receivable, 
inventories, cash, and the accounts, notes 
and acceptances payable. Breaking the 
tables at January 1, 1923, he computed the 
percentage of increase in the sales, accounts 
receivable, and inventories from that date 
to Apri l 30. A l l were consistent in the 
ratio of increase. A l l were in logical rela-
tion to the increase in liabilities and de-
crease in cash. Therefrom two tentative 
conclusions were drawn: first, no reason 
to be unduly suspicious of cash irregulari-
ties; second, the principal cause of the 
trouble was prior to January 1, 1923. 
Subsequent general review of the cash 
records gave no further reason to doubt the 
tentative conclusion as to the absence of 
irregularities. Aging of the larger accounts 
running back of January 1, 1923, developed 
the fact that twenty-five per cent. of the 
amount standing in accounts receivable 
represented amounts on account of which 
no payments had been received for several 
months. The survey thus brought out 
the nature of the trouble, the location 
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thereof, and incidentally the persons re-
sponsible therefor, all within the space of a 
few hours. 
Proceeding with the next step the ac-
countant selected five hundred out of a 
total of four thousand accounts, which five 
hundred accounts represented substan-
tially fifty per cent. of the total amount 
in the accounts receivable, and sent state-
ments for confirmation to the customers 
affected. In practically half of the cases 
in which replies were received the custo-
mers denied owing the full amount or some 
part of it, and claimed either an adjustment 
which had been allowed or ignorance of the 
amount in question. 
The real difficulty which caused the in-
vestigation was therefore found to be not 
irregularities in the cash, not loose credit 
granting, but inefficiency in bookkeeping 
which failed to clear out of the accounts 
receivable, adjustments and credits allowed 
to customers. The commendable part of 
the whole proceeding was the intelligence 
displayed by the accountant handling the 
engagement, so that the cause was dis-
covered with a minimum of time and ex-
pense, at the same time acquiring accurate 
information from which to discuss with the 
client what further steps should be taken. 
More work of this kind cannot help but 
raise public accountants in the estimation 
of clients. More attention to diagnosis 
and planning and the subsequent employ-
ment of efficient methods is vital to the 
progress of any organization which depends 
for success on confidence and good-will. 
Confidence is not founded on integrity 
alone. It involves also ability in matters 
of technical procedure. 
Our Annual Meeting 
TH E spirit and enthusiasm which ani-mate the annual meetings of firm 
members and managers were markedly 
lessened, this year, by the absence of M r . 
Sells. On account of his recent illness and 
the interdict of his physician against his 
attendance, at this time, at any of the 
gatherings of the firm, whether business 
or social, it was decided to limit this year's 
meeting to business sessions only. The 
program of attendant social functions which 
had previously been arranged was therefore 
cancelled, and the conferences limited to 
three.days—from Thursday, September 20, 
to Saturday, September 22, 1923, inclusive. 
The absence of the usual festive spirit, 
however, served to bring out, perhaps into 
stronger relief, the benefit derived from the 
consideration and discussion of common 
aims and problems. 
The meeting opened with luncheon at 
the Union League Club. M r . Ludlam 
welcomed the firm members and managers 
present with a few words of greeting, and 
presided over its subsequent business ses-
sions at the Executive Offices. 
A l l our offices in this country, with the 
exception of Salt Lake City, were repre-
sented at the meeting. M r . Lovibond, 
from Paris, and M r . Tompkins, from 
Havana, represented the foreign offices. 
M r . Wildman, who is at present in Europe, 
was greatly missed in the firm's councils. 
Motion was made, and enthusiastically 
carried, to convey the greetings of the 
meeting to M r . Sells, its regret at his ab-
sence, and its hope and expectation that he 
would preside at next year's annual coming 
together. 
The meeting adjourned with many ex-
pressions of pleasure and satisfaction, on 
the part of those in attendance, in the 
advantages derived from closer contact, the 
free exchange of views, the carrying down 
of the firm's traditions, and the welding 
together of personal relations. 
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Judgment Guiding Financial Statements 
(Concluded) 
SO much has been written in opposition to preferred capital stock without 
par value that it is but fair to point out 
one thing in its favor. As might be ex-
pected, this class of stock has a some-
what natural appeal to investment bankers 
or investment houses marketing securities, 
particularly of public utilities, where the 
money market may call for a scaling up 
or down of the prices per share at which 
preferred stocks are sold. Where they 
have a par value it is obviously difficult 
to sell them at less than par without 
having to resort to some subterfuge, such 
as having the discount on all shares of 
subsidiary companies absorbed by a parent 
company. This results in some cases 
in a considerable burden to the parent 
company, particularly when there are 
a number of subsidiaries and there is a 
good deal of activity in issuing securities. 
The need for adjustment of prices arises 
especially where there is not much differ-
ence between preferred stock and junior 
bond issues and where, in order to dispose 
of the preferred stock, some concession 
must be made. 
Bond investment houses bringing out 
issues of public utilities looked originally 
with much favor on preferred shares 
M r . W. H . Bell has recently been ap-
pointed Chairman of the Admission Com-
mittee of the New York State Society of 
Certified Public Accountants. M r . Bell 
has for some time served as a member of 
the Society's Board of Directors. 
M r . E . E . Leffler, manager of our Buffalo 
office, has accepted the post of acting head 
of the Department of Accounting at the 
University of Buffalo for the coming year. 
having no par value. Some of them 
admit that they did not foresee the com-
plications which the stock led them into, 
such as having to fix the respective stock 
equities, in cases where both preferred 
and common shares were issued, in making 
settlements under reorganization and 
merger agreements. Since the early days, 
however, there has been some relief from 
embarrassment in this respect through 
the introduction of the redemption value 
idea. 
The series of articles on judgment 
guiding financial statements is brought 
to a close with this number. One reason is 
the fact that the articles have become 
somewhat disconnected and specialized, 
and it is thought that their continuance 
in serial form under this subject heading 
might be misleading. A further reason 
is found in the recent appearance of a most 
noteworthy book which treats of analysis 
and interpretation of financial statements 
rather exhaustively. Doubtless there wil l 
be something to say, from time to time, 
on the subject of financial statements 
and capital stock without par value, in 
which event separate articles will appear 
under appropriate headings. 
A t the annual meeting of the Oregon 
State Society of Certified Public Account-
ants held in Portland on June 11, 1923, 
M r . R. J . Leo was elected a director for the 
ensuing year. 
Our congratulations are extended to 
Messrs. C. J . Drake and E . T . Gregory, of 
the Detroit office, on their recent attain-
ment of the C. P. A . certificate of the 
State of Michigan. 
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Report Values 
MU C H emphasis has been placed on the importance of care in the prepara-
tion of professional reports. There has 
been no end of talk and preachment about 
the proper characteristics, such as clear 
statements, well written comments, etc. 
Countless hours have been devoted to in-
struction in the use of English. Stress has 
been laid on punctuation, capitalization, 
brevity, and clearness. But the kind and 
quality of material to be presented have 
been sadly neglected. 
The secret of success in the newspaper 
world is what a newspaper man calls a 
sense of news value. There are certain 
events in which the public is not interested. 
There are other news items which readers 
always await with the keenest of interest. 
The interest varies with different groups of 
individuals. A good newspaper man has a 
sense of discrimination which enables him 
to select for his paper those things which 
have a popular appeal. 
Sense of news value seems to the lay-
man to have all the ear-marks of a mys-
terious and, at times, uncanny thing. 
Consideration of the natural aptitude and 
training of the newspaper man, however, 
explains a great deal. He is first a student 
of human nature; of its emotions, likes and 
dislikes. He keeps ever in the foreground 
of his mind the fact that the average in-
dividual has a personal interest in matters 
which affect him, his environment, and his 
relation to society generally. No type of 
article is more eagerly read than the human 
interest story. 
While accountancy practice has to do 
with a variety of engagements, nine-tenths 
of the volume probably center around work 
in the nature of review, technically known 
as auditing. The natural sequence to the 
work of review, carried on in the field, is the 
report. This is either a crowning glory, or 
a hollow sham, depending on what goes 
into it. 
Any report which consists of a com-
pilation of figures, with merely an expla-
nation of how they were verified, is not 
worthy of the name. The story which 
the figures tell, the significance which 
they have in the life and experience of 
the business, the relations which they 
show, the hopes or fears which they give, 
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the dangers, pitfalls, or need for caution 
which they point,—these and various 
others are the things which make it 
sparkle with life and give it the quality 
of human interest. 
The source of this information is in the 
field on the engagement. Report values 
must be derived from the source. The 
time has passed when the material reaches 
the accountant's office. A sense of report 
values may only be acquired or developed 
from a study of conditions, relations, and 
interests in the field while the work is in 
progress and the environment is aglow 
with the material available. Lifeless re-
ports spell doom for public accountants. 
Appreciation of report values and reports 
which are alive therewith offer opportunity 
for enlarged and more responsible service 
to the great business world. 
Back to the Land of Matches 
By JOHN R . WILDMAN 
TH E editor of the BULLETIN has asked me to write an article setting forth 
some impressions of Europe, gleaned from 
a recent holiday abroad. As the BULLETIN 
is in need of filler, I have agreed to try my 
hand at something of the kind, even at the 
risk of boring those serious-minded readers 
who are interested, as a rule, only in 
technical matters. 
After the antiquity with which Rome 
reeks, one is so properly awed and at the 
same time reminded of the extreme youth 
of America that anything having to do 
with praise of the latter country, or com-
parison with Europe, is likely to smack of 
presumption. 
One talks glibly of events " B . C . " and 
" A . D . , " but the dates have little signifi-
cance until one sees the physical evidence, 
in a place like Rome, of things in existence 
years before Christ was born in Bethlehem. 
Comparative history takes on a new slant 
and more life amid the ancient ruins of the 
"Eternal Ci ty . " 
The Pantheon, a circular structure with 
walls twenty-two feet thick, ascribed to 
M . Agrippa 27 B. C . , and originally a 
temple of the pagans who preceded the 
Christian era, seems to refute the oft-
heard statement that all the works of 
mortal man are on their way to the scrap 
heap. Two thousand years is a long 
stretch. But before the Pilgrim Fathers 
landed at Plymouth; before Columbus dis-
covered America; before the Emperor Con-
stantine was converted to Christianity; 
before Christ came to this terrestrial sphere, 
even twenty-seven years before, there stood 
the sacred temple with its dome like the 
vault of heaven, and the only light within 
coming from a single aperture at the top, 
twenty-nine feet in diameter. When it 
rains, the rain falls on the stone floor of 
the edifice, which is now a Christian church 
and the resting place of some of Italy's 
immortals. 
It may seem that any attempt to laud 
and magnify the name of America is out 
of place, born of ignorance, and, in short, 
bad taste. It is proverbial of Americans 
abroad that, like Englishmen, they shout 
about the merits of their native land. 
True, these ravings are not always in good 
taste; they are not always based on suffi-
cient experience for judgment; they are 
frequently the result of excessive enthusi-
asm. But are they properly justifiable? 
What have we for which we may claim 
antiquity? Where is the building, no 
matter what its history or association, 
which has been left standing after the land 
on which it rested became too valuable to 
justify its economic existence? How can 
we boast of age and authority for speaking 
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when some of our large Western cities are 
scarcely more than fifty years old? Should 
we not be duly impressed with our youth 
and, like well-bred youngsters, be seen and 
not heard? 
Yes, and no! Good manners are always 
a joy to observe. Humility is perhaps 
preferable to pride. But where is the 
country which in four and a quarter cen-
turies has approached the record of de-
velopment and progress achieved by Amer-
ica? Students of comparative history 
might challenge the suggestion. "Nothing 
new under the sun" is often forcibly im-
pressed on our consciousness. The Phoeni-
cians were wonderful merchants and 
traders. The pyramids indicate that some 
mysterious mechanical devices were em-
ployed in their construction. Many are 
the evidences that the people of North 
America were not the first progressive 
people to inhabit the earth. The record of 
the United States, however, is established, 
and it furnishes sufficient authority for 
rational, fair-minded, friendly, and digni-
fied comparison, even excuse, to a returning 
son, for bragging. 
There is much to be enjoyed and learned 
abroad; the beauty and cleanliness of 
the English country-side, the thrift and 
courage of France, the new spirit which 
pervades Italy since the advent of M r . 
Mussolini. 
True, the Englishman is smug, but he 
has reason to be. His country is well 
regulated, his children are well-bred. There 
is a solidarity about everything, which is 
comforting. He learns much of his his-
tory from the evidence round about him. 
But somewhere he has slipped a cog on the 
matter of bathtubs. The far-famed morn-
ing scrub of the Englishman sounds like 
fiction to the American who finds few 
hotels with private baths, and most of the 
public ones locked. These furnish a place 
for the performance of a sacred rite which 
is appropriately dignified by being spread 
on the minutes and adequately charged for 
on the bill . 
Old Caracalla, who built the enormous 
baths on the Appian Way, which runs from 
Rome to the far-distant Brindisi, had a 
bad name but good ideas about baths. 
The ruins show them to have been spacious 
and grand, and even though they were used 
for private "joy-parties," on certain days 
every week they were opened to the public. 
The baths of Diocletian in Rome are said 
to have accommodated three thousand per-
sons at one time. But the Romans, appa-
rently, didn't stay long enough in England 
to get the bath idea under way. 
Soap is another luxury abroad. Furnish 
your own or go without. Occasionally 
some obstreperous American demands this 
commonplace accompaniment of hotel life 
at home. It may be supplied to him, but 
if so it is sure to have a place of honor on 
his bill . Again, if the temperature is 
several degrees below zero in mid-summer, 
and the visitor requires a grate fire, in 
order to escape death from freezing, the 
fire is forthcoming, but with it comes the 
"booking," a curious term in general use 
in Great Britain, but always meaning 
something for which one pays. 
England is a country of everlasting 
eating: breakfast, lunch, tea and dinner. 
If there is any one meal more than another 
which the Englishman adores it is tea. 
Even a chauffeur wil l sulk all the way 
home if the thoughtless American chances 
to drive on without stopping in the after-
noon for a full meal of tea, cakes, toast, 
sandwiches, jam, and marmalade; all 
delicious, but very filling, particularly after 
a hearty lunch around one o'clock. Food 
there is in abundance, and dinner is partic-
ularly ceremonious. One may not prop-
erly partake of this repast without a dinner 
jacket, the style and vintage of which are 
unimportant. It is like waging a war to 
get butter until the time for cheese arrives. 
Ice, apparently, was made to skate on; 
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water to grace the fountains in the public 
squares. Incidentally, Europeans are not 
water-drinkers. The law does not require 
them to be. Even though the American 
in Europe may welcome the opportunity to 
order wine with his meals, he is by force 
of habit a drinker of ice-water, and he 
misses it. But then there is the meritorious 
trick of eating dessert with a fork and 
spoon, which he quickly learns to do as a 
compensation for some of the things he 
has to forego. 
France has many little, annoying pecu-
liarities of custom for the American visitor, 
but they are all overshadowed today by 
the pity which everyone who visits the dev-
astated regions must feel. Though Paris 
may be clouded in dust and like bedlam 
raised to the fourth power; though taxi-
drivers, with their recklessness, frighten 
one nearly to death; though everything is 
staged for the foreign visitor and prices ar-
ranged accordingly, the thought that we 
owe our present security and peaceful exis-
tence to the bravery of the French soldiers, 
rises out of the mass of other emotions 
and pushes them onto the side lines. 
Anyone who favors cancelling the Allied 
debts and blames France for her Ruhr 
policy should go over some of the battle-
fields. True, some remarkable work has 
been done in restoring land which must 
have seemed at first beyond reclaim. Some 
of it is again blooming with abundant 
crops. But the cities and towns in the 
war-stricken country are still terrible 
wrecks. Berry-au-Bac is scarcely more 
than a memory. Soissons is indescribably 
ruined. Throughout the whole zone not 
a church escaped. See all this and the 
acres of crosses marking the last resting 
places of the men, young and old, who gave 
up their lives in the cause of defense; then 
go to Italy and witness the swarm of arro-
gant Germans, with their gold swelling the 
deposits of the Italian banks, and see if 
you favor forgiving France her war-debt 
in order that she in turn may change her 
Ruhr policy and allow the benefit to accrue 
to Germany. 
The conviction that another war is in the 
offing is inescapable. The people of France 
are expecting it, and undoubtedly pre-
paring accordingly. German propaganda 
has never ceased to work, and the next 
war with France is said to be a popular 
topic of conversation in Germany. France 
started the last war and Germany took 
the action which she did in self-defense. 
How can you deal with any people whose 
psychology is so childish? General Per-
shing had the right idea, but unfortunately 
his idea of marching into Berlin didn't 
prevail, and he and his men were left 
champing at the gates while the armistice 
was arranged. This is the story told by a 
Frenchman who was attached to the 
general headquarters as an interpreter 
during the war. 
The grease, garlic, highway robbery and 
chicanery in Italy, about which last Machi-
avelli wrote, may all be there, but they may 
be generally avoided by the tourist who 
plans his trip properly. Like most coun-
tries, some parts of Italy are far more satis-
factory than others. There is a well 
defined difference between the north and 
the extreme south. Bootblacks, fruit-
dealers, barbers, gardeners, and "wop" 
laborers, as one sees them in America, have 
served to create a notion that all Italy is 
made up accordingly. But such is far 
from the fact. Education, refinement, 
culture, and good taste in dress and manner 
are as true of as many Italians as any other 
country may boast. 
But matches are sacred. They are one 
of Italy's monopolies, and are manu-
factured under government permits. Fancy 
being a smoker and having to economize 
in matches in order to make a box last until 
you can get to another city where they are 
sold. Imagine having to buy matches 
when you are accustomed to having them 
Bulletin HASKINS & SELLS 85 
forced on you gratis, as a matter of adver-
tising, every time you purchase a package 
of cigarettes. But go to Italy and see if 
you can find a free match anywhere, even 
in the smoking room of a first class hotel. 
The ashtrays are there, but the place which 
holds the matches is strangely empty. 
The generation of good-will through any-
thing given away is unknown in Europe. 
One of the surprises and disappoint-
ments to visitors who go to Italy is the 
lack of good fruit. "Yes! We have no 
bananas" applies with full force to the 
the land which Garibaldi came from. 
Peaches and pears, beautiful in color but 
harder than rocks, are served in the 
restaurants and negotiated about once by 
the courageous traveler. And even many 
of the grapes, which abound everywhere 
and delight the eye as they hang from vines 
in luscious looking bunches, are insipid 
and disappointing to the taste. 
No servitor in Italy is ever satisfied with 
the tip he receives, regardless of its size. 
Most of the hotels have now adopted the 
policy of adding a percentage to the bill 
for service, but bus-driver, bell-hop, lug-
gage-porter, chamber-maid, chamber-man, 
head-waiter, table-waiter, bus-boy, ele-
vator-man, hall-porter, and his various 
assistants all stand with their hands out 
as of yore. 
Italy has been pulled together, so to 
speak, by M r . Mussolini, who is both 
sagacious and sturdy. He takes his dinner 
nearly every night alone in a private room 
of a small restaurant on the Pincio hill , 
where he sits in front of an open window 
overlooking the ancient and honorable 
City of Rome. That he is not surrounded 
by henchmen or spending his time in 
entertaining and merry-making augurs 
well for the continued success of his 
unique position and administration. 
Unemployment has almost disappeared. 
The mental attitude of the people has 
been completely changed. The country is 
prosperous and they give the credit to 
Mussolini. 
Any critical note in this article should 
not be taken too seriously. Scribbling in 
the lighter vein one is apt to dwell on 
things more amusing than consequential. 
For, after all, the educational advantages 
of travel may not be had without some of 
the peculiarities of new environment, 
which shifts as a person travels from place 
to place. First-hand information is more 
convincing than books. It is enlightening 
to see how other people, especially in older 
countries, live and do things. We acquire 
thereby a basis of comparison. America 
suffers only mildly in the process. She is 
long on free matches. 
Kiting 
A R E C E N T case in our experience pre-
sents some very interesting features 
in connection with the verification of bank 
balances. The principle involved is old, 
but the practice in this case was rather 
novel. 
A cashier had misappropriated a con-
siderable amount of cash. The method of 
doing so is not germane to the present 
discussion. He had made no attempt to 
falsify the accounts, but was merely short 
in his bank balance. There were active 
accounts in two local banks. Being in-
formed that an audit of his accounts would 
be made at the end of a month, he pro-
ceeded to cover up the shortage in a very 
ingenious manner. 
On the last day of the month he drew 
two checks, one on each bank to the 
order of the other bank, for half the amount 
of the shortage, taking the checks from the 
back of the check books. He had these two 
checks signed by two different officers, with 
the explanation in each case that it was 
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necessary to transfer funds. As such trans-
fers were not unusual, no suspicion was 
aroused. These checks were deposited 
with the payee banks so late in the day 
that they would not be presented to the 
drawee banks until the next day. No 
record of the checks was made in the cash 
book or check register. 
It will be seen that the ultimate effect 
of each of these checks was to nullify the 
other, but at the close of business on the 
end of the month both had been credited 
by the payee banks and neither had been 
charged by the drawee bank, resulting in 
an overstatement of the balance in each 
bank, so that in the aggregate the shortage 
was concealed. The cashier believed that 
this concealment would be effective as no 
record of the checks had been made, and 
the auditor would therefore be ignorant 
of the fact that the checks were actually 
outstanding and should be deducted from 
the balances shown by the banks. It was 
his purpose to destroy the checks when 
they were returned by the banks. 
The cashier, however, failed to take into 
consideration the auditing principle, with 
which it is believed all members of the 
organization are familiar, that in account-
ing for any asset as shown by the books 
care must be exercised not to count any-
thing that has not been actually charged to 
the asset account. This applies alike to 
cash, securities, negotiable instruments, 
merchandise, unexpired insurance, and 
perhaps other items. 
This principle, as has been said, is un-
doubtedly recognized in theory, and it is 
hoped in practice, by every accountant 
who is entrusted with the verification of 
cash balances, but experiences, such as the 
one related above, serve as mental stimuli. 
They remind us forcibly that in the per-
formance of any auditing task we must con-
stantly be on the alert to discover means 
of making the process actually effective, 
and that there can be no situation where 
the auditing may be assumed to be a 
matter of mechanical routine, to be under-
taken without due consideration of any 
possibilities, however apparently remote, 
which should be guarded against. 
In the specific application to the verifi-
cation of bank balances of the principle 
with which we are concerned at present, 
the point to be considered is the possi-
bility of deposits being made which are 
not charged on the books as increasing the 
balance to be accounted for. The possi-
bility of abstracting checks from the back 
of the check book, and making no record 
of them, is a matter for very serious con-
sideration, but is secondary to the deposit 
of unrecorded receipts or transfers so far 
as the verification of a bank balance is 
concerned. 
N o one would think of undertaking to 
verify a cash fund consisting partly of un-
deposited receipts without satisfying him-
self as well as possible regarding the 
amount which had actually been received 
and should be accounted for. In doing so, 
he would investigate any checks on hand 
to see whether or not they were entered 
as receipts. By the same reasoning, 
when a bank states that it has received 
certain amounts, resulting in a certain 
balance, it is necessary to determine 
whether or not the amounts which have 
been deposited have been taken up on the 
books as cash receipts. This means that 
a certain number of deposits, as shown by 
the bank statement, must be checked 
against the receipts as shown by the books. 
As a rule, this feature is satisfactorily 
covered by selecting a few days in the audit 
period, including the last two or three days. 
It is not satisfactory merely to compare the 
total deposits and receipts for a month 
unless the record of receipts is footed. 
If practicable, the receipts should be 
checked against the deposits, not only in 
total but in detail, as shown by the dupli-
cate deposit slips or other record of the 
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composition of deposits. The purpose of 
the detailed examination is to detect any 
possible temporary misappropriation of 
receipts which is later covered by the mis-
application of other receipts. 
A N e w Angle 
O D D I T I E S relating to capital stock 
having no par value are not uncom-
mon. Queer conditions attaching to offer-
ings of such stock have been so frequent 
that one is no longer startled by peculiar 
provisions surrounding them, no matter 
how absurd such provisions may be. There 
was noted recently, however, a somewhat 
original restriction attaching to what may 
be called old line preferred stock. In a 
statement of the preferences, rights, privi-
leges, and restrictions or limitations attach-
ing to the six per cent. cumulative, par-
ticipating preferred stock of a certain 
utility company, the following appeared: 
"In case any stockholder of preferred stock 
shall at any time desire to sell or otherwise 
dispose of any such preferred stock, he shall 
give written notice thereof to the company at 
its main office; and the company shall have 
the right within thirty days after the receipt 
by it of such written notice to purchase the 
preferred stock described in such notice, upon 
the payment of an amount equivalent to the 
par value thereof and the amount of any unpaid 
dividends accumulated thereon to the date of 
purchase plus a premium equivalent to 5 per 
cent. of such par value if dividends of not 
exceeding 6 per cent. in the aggregate shall 
have been paid on the preferred stock during 
the period of twelve consecutive calendar 
months next preceding the purchase thereof, 
* * *. No preferred stock shall at any time 
be transferable by any stockholder unless he 
shall have first given the said written notice 
to the company, nor unless the company shall 
have either consented in writing to such 
transfer, or shall have failed to exercise its 
right to purchase the said stock within thirty 
days after the receipt by it of the said written 
notice." 
In justice to the company, it should be 
said that this stock is provided largely 
with the idea of offering it to consumers of 
the company's product. The point in-
volved is the effect which the provision will 
have on the transferability of the shares. 
It is apparent that such stock will never be 
traded in freely, and doubtful i f it could be 
listed on stock exchanges. 
Book Review 
Sanders, Thomas Henry. Problems in 
Industrial Accounting. (Chicago, A . W . 
Shaw Company, 1923. 643 p.) 
As might be expected, this book deals 
largely with the subject of costs. It gives 
a good idea of the various cost problems 
which arise in connection with manufac-
turing operations, and contains a vast 
amount of illustrative material having to 
do with cost accounting methods and tech-
nique. Most of the problems have been 
collected by the Harvard Bureau of Busi-
ness Research, which has spent large sums 
in research work. 
The book in question is essentially a 
case book, and should be found especially 
valuable for teaching purposes. The text, 
in so far as it covers the theory of cost 
accounting, is rather meager, but the prob-
lems are clearly stated and furnish an ex-
cellent basis for study. Not the least 
value of the book is that it sets forth the 
problems of various lines of industry as 
well as groups the problems under classi-
fied headings corresponding to cost factors. 
Among the industries covered are min-
ing and lumbering, hardware and metals, 
machinery and tools, food products and 
chemicals, textiles, and rubber and leather. 
The bibliography furnished is extensive 
and well selected. 
M r . W . H . Bell has been appointed a 
member of the Committee of the New York 
State Society of Certified Public Account-
ants on Co-operation with Bankers, of 
which M r . John B . Niven is Chairman. 
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We announce the opening, as of October 
17, 1923, of an office in the Spreckels 
Building, San Diego, California, with M r . 
Edward Fuller as resident partner. 
We announce also the opening, on 
November 1, 1923, of an office in the Jeffer-
son County Bank Building, Birmingham, 
Alabama, succeeding to a practice estab-
lished in that city by M r . C. Palmer 
Parker. 
M r . F. L . Hammond, formerly of our 
Chicago office, has been appointed man-
ager of the Birmingham office. M r . Parker 
will act as assistant manager. 
It is with regret that announcement is 
made of the withdrawal from our firm, as 
of September 30, 1923, of M r . H . B . Cook. 
M r . Cook, wil l , however, continue his 
relations with the firm in a consulting 
capacity during the coming year. 
We have pleasure in announcing that 
M r . H . J . Jumonville, manager of our New 
Orleans office, was, on October 1, 1923, 
admitted to membership in the firm. 
M r . A . R. Porterfield, formerly manager 
of our New York Thirty-ninth street 
office, has been transferred to Cleveland, 
where he will take charge of that office. 
Announcement is made of the with-
drawal, on November 1, 1923, of M r . N . K . 
Vincent as manager of our office at Salt 
Lake City, and the appointment of M r . 
W . E . Nissen, formerly of the Denver 
office, as acting manager. M r . Nissen is a 
certified public accountant of the State of 
Colorado. 
M r . Bell will personally direct a course 
in "Accountants' Reports," offered to 
practising accountants by the New York 
Institute of Accountancy and Commerce 
(Twenty-third street Y . M . C. A . ) , for a 
period of seventeen weeks, beginning 
October 19, 1923. 
M r . E . C. Gause presented a paper be-
fore the regional meeting of the American 
Institute of Accountants held at Dallas, 
Texas, on Friday and Saturday, October 
26-27, 1923. The subject of M r . Gause's 
paper was "The Junior Accountant." 
A t the annual convention of the N a -
tional Association of Cost Accountants 
held at Buffalo, New York, September 10-
13, 1923, M r . G . R. Lamb, manager of the 
Cincinnati office, was elected a member of 
the Board of Directors of the Association 
for the ensuing year. 
M r . H . S. DeVault, manager of our 
Shanghai office, is chairman of the Finance 
Committee of the American Chamber of 
Commerce (Shanghai). 
We are pleased to note that M r . Elijah 
Bates, manager of the Cleveland office, 
and M r . F. L . Hammond, manager of the 
Birmingham office, have been admitted to 
membership in the American Institute of 
Accountants. 
On Tuesday, September 4, 1923, M r . 
W . L . Chaffee, manager, Atlanta office, 
addressed a meeting held under the aus-
pices of the Atlanta Chamber of Commerce, 
and representing all the banks of Atlanta 
and the business interests centered in the 
Chamber of Commerce. 
M r . A . J . Farber, of the Pittsburgh 
office, read a paper before the Refractories 
Accountants Institute, at Pittsburgh, Tues-
day, October 23, 1923, on "Overhead 
Expenses." 
M r . H . W . Ellis, who has recently been 
transferred from Cleveland to Watertown, 
received, in May, 1923, during his attach-
ment to the Cleveland office, the C. P. A . 
certificate of the State of Ohio, under the 
reciprocity clause of the law. M r . Ellis 
has been a C. P. A . of New York, by exami-
nation, since 1902. 
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Professional Ambition 
A D E S I R E for progress is undoubtedly the motive for all individual human 
endeavor. Progress is a relative term. It 
consists in getting some place where one 
isn't, being something which one hasn't 
been, or having something not heretofore 
enjoyed; the desire for all of which, from 
the viewpoint of a human being, is per-
fectly natural. 
Desire for progress is the sort of thing 
which makes the farmer's son aspire to a 
city job; the chauffeur's daughter want to 
go to college; and hundreds of thousands of 
business men seek opportunities for finan-
cial reward which bring greater economic 
ease; in a word, "ambition." 
It is not inconceivable that ambition 
might be the actuating motive for a wide-
spread accountancy organization. The 
value to business of genuine accountancy 
service needs no argument. 
Could the natural resources of the coun-
try have been developed and America 
brought to the present economic forefront 
without far-reaching organizations of capi-
tal and business talent? 
Could an individual accountancy practi-
tioner alone audit the accounts of one of the 
great industrials or the huge financial in-
stitutions? 
Could the accountancy organization of 
average size establish audit control simu-
taneously in twenty-five offices of a busi-
ness concern spread over the country from 
the Atlantic to the Pacific? 
Does not big business organization in-
vite large scale accountancy service? 
Is there any reason, therefore, why the 
individual proclivity of ambition may not 
find justifiable expression in a desire on 
the part of a group of professional account-
ants to serve business, no matter how large, 
how ramified, or how complicated the 
affairs of any business organization may be? 
No! Granting the accountants are morally 
sound, technically competent, and render 
efficient professional service in the true 
sense of the word. 
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The task of such an undertaking is a huge 
one. Dreaming will not accomplish it. 
The vision which foresees the possibilities 
of the future will have been wasted, the 
brains which contrive the plan and the 
courageous hearts which launch it wil l 
have functioned in vain without deeds 
to back up the holding out which has to 
be made to the business world. Such is the 
risk of professional ambition. But the 
chance of success need never be in doubt if 
the ambition of the organization undertak-
ing such a piece of work is the ambition of 
every individual therein, and each indi-
vidual has as a basis for his ambition 
thoughtful, intelligent, and diligent work. 
Deducting the Deficit 
EV I D E N C E that accountancy practice is emerging, figuratively speaking, 
from the darkness of the Middle Ages is 
plentiful in many quarters. The dawn of 
a Renaissance begins to light the profes-
sional sky. Every now and then, during 
the past two or three years, the profession 
has received a shock from some lawyer, 
engineer, credit man, banker, or author, 
who has vied with the others in expounding 
the philosophy of accountancy. Steeped 
in the dogma of tradition, accountants at 
first found it difficult to believe that any 
one outside of their own ranks could tell 
them anything about their chosen subject. 
Gradually, i f somewhat slowly, has come a 
realization that professional accounting 
service, in order to succeed, must take 
cognizance of substance as well as form, 
of collateral as well as direct relations with 
clients, and of common sense in the appli-
cation of scientific principles. As a result, 
more and more frequently some courageous 
progressive startles the professional world 
with some novel act of procedure which, 
when properly appreciated, makes one 
wonder why it was so long forthcoming. 
But accountants are still somewhat 
stupid about certain things. They are 
still too prone to regard a balance sheet as 
a contrivance to effect equilibrium instead 
of a figure-picture of financial condition. 
That the two sides are in agreement, in so 
far as the figures are concerned, seems to 
be the limit of comprehension. To tell the 
story of those relations which are incident 
to condition; to set forth facts which wi l l 
serve to guide the judgment in policy-
making; to make the statement pulsate 
with life and interest; these and other 
necessities of constructive procedure seem 
never to have made any impression on the 
consciousness of some individuals. 
Involved in the matter of balance sheet-
making is the question of how a deficit 
should be treated. Stated briefly, "Should 
a deficit be shown on the asset side as a 
balancing item, or deducted on the right-
hand side, or liabilities section, from the 
invested capital account?" The question 
is more than an academic one, and there-
fore an attempt to answer it may only be 
made after consideration from a practical 
angle. In other words, "What wil l be the 
meaning, in either form of treatment, to 
the reader of the balance sheet?" 
Conceptions may differ as to what is a 
deficit, and it must be admitted that the 
term has different meanings at different 
times. For the purpose of this discussion 
it may be regarded as that condition where-
in, from one cause or another, there has 
been some encroachment on the invested 
capital. Deficits from operations may 
arise occasionally, or continue over a series 
of years, but until there has been an ac-
cumulation of such net operating losses 
sufficient to exceed any previously earned 
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or otherwise created surplus the question 
of a deficit in capital is not relevant. 
The treatment of a capital deficit must 
needs be considered in its relation to differ-
ent types of proprietary organization and 
different forms of capital stock represent-
ing ownership. It is conceivable that 
there might be occasion to show a deficit 
on the balance sheet of an individual or of 
a copartnership, meaning by this a true 
capital deficit where the business is being 
operated entirely on borrowed capital. 
Cases of this kind have been known. But 
any attempt in these cases to deduct a 
capital deficit from the liabilities would be 
like sending one's check to the bank to 
cover an overdraft. Up to the point where 
the capital of the proprietor has been con-
sumed, any deficit appearing could only 
properly be one from operations and as 
such, i f shown on the balance sheet as a 
matter of historical interest instead of being 
tied up with proprietorship on the income 
statement, would be deducted from the 
capital account. 
In the matter of corporations, the capital 
representations will depend on whether the 
stock is with or without par value. The 
principle applying to capital and the rela-
tion of a capital deficit thereto seem to be 
the same in any event. A capital deficit 
means that someone's capital has become 
impaired. The extent of impairment hav-
ing been determined the question then be-
comes one of deciding on whose capital, or 
on which class or classes of capital contri-
butors, the impairment falls. Having de-
cided this, the logical thing to do is to 
relate the deficit to the proper capital 
account and so show the relation on the 
balance sheet. 
The point has frequently been made that 
the amount of capital stock of a corpora-
tion is fixed by charter; that where a cor-
poration has issued all the capital stock so 
authorized it has no right to either increase 
or decrease its capital stock without the 
permission of the charter-granting body; 
that the application of a deficit to the par 
value of capital stock outstanding indicates 
a reduction of such stock and is in viola-
tion of authority. This is a weak argu-
ment which fails when consideration is 
given to the fact that a corporation fre-
quently regulates the amount of its effect-
ive capital through treasury stock manip-
ulation. Further, no regulating govern-
mental body has yet attempted to prohibit 
corporations from losing money, even to 
the extent of having all their capital so 
absorbed. Any of such corporations might 
conceivably go on as long as creditors were 
willing to play a substitute role for stock-
holders in furnishing the capital for 
operations. 
It is generally conceded that surplus is 
the slack in corporation assets which may 
be taken up by losses before any impair-
ment of invested capital need be suffered. 
There is no argument among classes of 
shareholders on this point. The argument 
may come when the line between surplus 
and capital has been crossed. Then, if 
there are both common and preferred 
shares it is, "Whose capital has been dam-
aged by the losses?" If the preference 
attaching to the latter class is as to earn-
ings and not to assets there is no reason 
generally to suppose that the two classes of 
shareholders would not rate in liquidation 
as their respective collective shares are 
proportionate to the total shares. If the 
preference is as to principal then the exer-
cise of this preference would require that 
common shareholders stand the losses as 
long as any of their capital remains. 
The fact that shares are without par 
value does not seem to affect this principle. 
Stock certificates are but the representa-
tions of capital interest. The capital con-
tributed may be true or fictitious in 
amount, depending, in the case of par stock, 
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on whether the stock is full paid and value 
was received. But again this is not im-
portant in this case because the question is 
one of determining the respective interests 
of shareholders in the invested capital and 
how each would be affected by capital 
impairment. Thus it appears to make no 
difference whether the position in liquida-
tion of the respective classes of share-
holders is determined on a share or on a 
money-amount basis. The only complica-
tion which appears is that represented by 
non-par preferred stock having a redemp-
tion value which, if there were no legal 
question involved, might be easily gotten 
around by considering such stock as one 
would ordinary preferred stock with a 
fixed par value. 
Regardless of the form which share-
representation may take, that is, whether 
the shares are with, or without, par value, 
caution should be exercised in expressing 
the relation of the respective classes of 
shareholders to the enterprise and the 
effect of a capital deficit on the invested 
capital of the respective classes. A com-
bination of all the invested capital in one 
total on the balance sheet with the applica-
tion thereto of a capital deficit may, in cer-
tain instances, be indicated; for example, 
where there are both common and pre-
ferred stock and the deficit exceeds the in-
vested capital represented by the common 
stock. As a rule, however, it seems prefer-
able to show the share-interests as separate 
items, relating to that class which is 
affected, any existing capital deficit. 
Reviewing, the discussion then, it ap-
pears, generally speaking, that a deficit 
shown on the asset side of a balance sheet 
is inconsistent with classification; that if 
not misleading, at any rate it does not help 
the reader to obtain with the least expense 
of effort a true picture of the capital situ-
ation. There may be, however, cases of 
sole proprietorship and copartnership 
wherein the deficit would have to be shown 
on the asset side, since it would not be 
proper to deduct it from the liabilities. In 
deducting a capital deficit consideration 
must always be given to the facts of capital 
interest, and extreme care had in cases 
where new conditions spring up in connec-
tion with shares having no par value. 
Hard and fast rules applied without 
thought are dangerous. Accountancy 
practice needs to be purged of many anti-
quated notions and methods. The for-
ward steps need to be carefully watched, 
but they need to be taken nevertheless. 
There is no reason why accountants should 
go on showing capital deficits among the 
assets, because they have always been 
shown that way, if careful study and sound 
judgment indicate that in some, if not 
most cases, the true situation is better 
portrayed by deducting them from the 
invested capital. 
The Expense of Borrowed Money 
ON E of the well-recognized principles underlying the statement of financial 
operations is that it shall show the true 
cost of goods, services, or privileges sold, 
together with the expense of conducting 
and of financing the enterprise. If a fine 
technical distinction in the use of terms 
may be made, cost usually refers to the 
product, or to physical property; expense, 
to an activity or phase of operation. Hence, 
reference is made variously to manufac-
turing cost, marketing cost, cost of prop-
erty, selling expense, administrative ex-
pense, or interest expense. Used in the 
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last sense the meaning is, expense to the 
enterprise of borrowed money or capital 
which is utilized in the conduct of the 
business. 
The expense of borrowed money com-
prehends several classes of interest. The 
classification is derived largely from the 
legal instruments on which the funds are 
borrowed. Thus, there is interest on 
bonds, debentures, notes, etc. Some in-
terest is paid as it matures; some in ad-
vance. Not all interest constitutes ex-
pense, since at times and under certain 
theories it is included in cost of goods or 
property. Frequently the charging of in-
terest to expense is deferred and the un-
absorbed portion carried as an asset in 
order to properly equalize the effect on 
operations. 
Discount was originally a term of bank-
ing origin and used to denote interest paid 
in advance. It has in more recent times 
become enlarged in its meaning and used in 
the case of bonds and similar securities to 
describe the difference between the par, 
or price at which the obligations must be 
redeemed, and some lesser price at which 
the securities were sold. It is a well-settled 
principle that this difference should be 
spread over the life of the obligations and 
thereby serve to increase the annual charge 
for interest at the agreed rate. Out of this 
practice comes the term, "effective rate." 
The expense of money, or capital bor-
rowed on obligations issued at a discount, 
is determined by the effective rate. There 
need be no mystification as to this term, 
even though it is used in connection with 
bond evaluation and so used involves com-
pound interest. Stripped of all actuarial 
technicalities, it means, when applied to 
obligations sold below par, nominal, or 
stated rate of interest, plus a pro rata share 
of the discount. Failure to include the 
discount along with the interest frequently 
would result in a misleading showing of in-
terest, the extent of which would depend on 
the margin of discount and length of time 
the obligations would have to run. The 
true rate per cent. of interest expense is 
ascertainable only when the two factors of 
interest and discount are combined. 
While the principle involved in bond 
discount is simple enough, cases which 
arise in practice sometimes have relations 
which at the start of consideration tend to 
confusion. A corporation having borrowed 
money under one mortgage on ten distinct 
issues of bonds had to deal not only with 
the question of discount, but the fact that 
some of the money was used for construc-
tion purposes. Here the expense of bor-
rowed money for a given year presented 
certain complications. The principle, 
however, should still be clear up to a cer-
tain point, and careful reasoning from that 
point on should lead to an accurate con-
clusion. 
Taking the issues one by one, determin-
ing for each the stipulated interest, adding 
thereto the proportion of discount, finding 
the effective interest for all issues, and 
applying that to the total obligation under 
the mortgage would give the composite an-
nual rate of effective interest. Thus far 
the steps presumably are clear. But before 
going further another principle must be 
recognized and adopted as a basis for 
procedure, to wit : interest on funds used 
in construction is a proper charge to cost of 
construction from the time when such 
funds are put into use incident to construc-
tion up to the point where the property is 
put into operation. This, obviously, is a 
general principle and ignores some of the 
fine points susceptible of discussion in the 
field of public utilities. The principle, 
however, is well recognized. 
Accepting, then, the principle of charg-
ing interest to construction, it follows that 
there must be complementary relief of the 
interest expense. The composite rate on 
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funds borrowed under the mortgage having 
been determined, it is a simple matter to 
apply the rate as representing the expense 
per centum, to funds used in construction, 
for the periods of time such funds were so 
employed. The effect wil l be to capitalize 
such interest, but correspondingly to re-
lieve the interest expense account and 
thereby make the interest expense account 
show as a net result the expense for money 
borrowed and used for operating or for 
funding purposes. 
The successful treatment of a case such 
as the foregoing calls for sound technical 
procedure. A basis of theory, however, is 
obviously required. A knowledge of theory 
is but a knowledge of principles. Pro-
cedure is a matter of application. The 
steps indicated in an orderly solution of an 
accounting problem are the analysis of the 
case to determine the facts; lining up the 
facts according to a classification of prin-
ciples; treating the facts as indicated by 
the principles. Sound technical procedure 
is but the application of sound principles. 
There are three outstanding principles 
which must be recognized in the above 
case: 
First, net income results should show 
the true expense of borrowed money; 
Second, where interest-bearing obliga-
tions have a discount feature the periodical 
proportion of discount must be added to the 
contractual interest; 
Third, where funds obtained through 
the medium of such obligations are used 
for construction purposes, interest corres-
ponding to such use should be capitalized 
and the expense of borrowed money re-
lieved accordingly. 
Prize Competition 
TH E firm offers three prizes of $100, $50, and $25, respectively, for the 
three best essays to be submitted on the 
subject of "How M a y We Improve the 
Quality of Our Service to Clients?" 
The competition will be open to all 
members of the organization, in grades not 
higher than that of supervising accountant 
and wil l close December 31, 1923. En -
velopes bearing postmarks prior to mid-
night on such date will be accepted. 
Essays submitted in competition must 
be limited to fifteen hundred words, type-
written on sheets 8 ½ x 1 1 , securely fas-
tened together on the left-hand side, and 
preferably protected by a suitably in-
scribed cover. 
The essays will be judged by a committee 
which will take into consideration ar-
rangement of content with a view to facil-
itating easy reading, clearness of expres-
sion, and practicability of the suggestions 
offered. 
Essays should be unsigned but marked 
with a nom de plume and accompanied by 
a sealed envelope bearing the same nom 
de flume; the envelope to contain a card 
giving the name, address, and practice of-
fice of the author. 
We hope everyone in the organization 
who is eligible wil l enter the competition 
and give free expression to his thoughts on 
the subject. 
Miss Burns Departs 
AF T E R nearly six strenuous years as general librarian, Miss Burns has 
laid aside the cares of business and gone 
with an intimate friend to pass the winter 
in southern France. 
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Courteous, competent, conscientious, 
and calm are terms which may be accu-
rately and honestly used in describing Miss 
Burns. When anyone possessing those 
qualities drops out of an organization some-
thing has been lost. We are sure our 
feeling of loss at the Executive Offices wil l 
be shared by everyone in the organization 
who had the opportunity of knowing Miss 
Burns and her work. 
Miss Katharine A . Reynolds, who has 
been assistant librarian, wil l succeed Miss 
Burns as librarian. In a rearrangement of 
the work in the professional training de-
partment M r . Frank Flynn, of the Thirty-
ninth Street Practice Office staff, wil l 
become educational assistant to M r . 
Wildman. 
The first of the fall series of weekly staff 
conferences of the men attached to the 
New York Broad Street and New York 
Thirty-ninth Street practice offices, for the 
purposes of a general discussion of 
technical accounting problems, was held 
in the Executive Offices library on Wed-
nesday evening, November 14. The sub-
ject was "Procedure in the Detection of 
Cash and Other Irregularities." M r . Wi ld -
man opened the discussion. He was fol-
lowed by Messrs. Willins, Bell, Crowell, 
Peed, and McNal ly , who outlined some of 
their experiences in field practice. Several 
members of the staff joined in the discus-
sion, and the time passed so quickly that 
at the hour set for adjournment the subject 
was not finally disposed of, but will be con-
tinued at the next meeting. 
A program of the topics to be discussed 
at subsequent meetings is now in course of 
preparation. From opinions expressed by 
several of those present at the first meeting, 
it is felt that many things of real value, 
especially to the younger men, with refer-
ence to our practice, wil l be brought out. 
Effective November 1, M r . R. W . Peters, 
formerly assistant manager of the Water-
town Practice Office, was appointed mana-
ger thereof. 
We announce the appointment, as of 
November 1, 1923, of M r . L . E . Palmer 
as manager of the New York 39th Street 
Office. 
M r . J . F . Forbes has recently been 
licensed to practise as a C. P. A . of Penn-
sylvania. 
We note with pleasure that M r . R. C . 
Reik, manager of the Baltimore office, has 
received the C. P. A . certificate of the 
State of Ohio, through the reciprocity 
clause of the law. 
Our congratulations are extended also 
to Messrs. C . A . Dempsey and F. J . Dun-
combe, of the Chicago office, on their suc-
cess in passing the C. P. A . examinations 
of the State of Illinois. 
M r . Page Lawrence presented a paper 
before the Kansas Public Service Associa-
tion at its annual convention at Lawrence, 
Kansas, on Saturday, October 27, 1923. 
The subject of M r . Lawrence's paper was 
"Public Utilities Accounting." 
A t the annual meeting of the Colorado 
Society of Certified Public Accountants 
held September 19, 1923, M r . T . R. Young, 
manager of the Denver office, was elected 
president of the society for the ensuing 
year. 
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Book Reviews 
Lincoln, Edmond Earle. Applied Busi-
ness Finance. (New York, A . W . Shaw 
Company, 1923. 772 p.). 
There are already so many books on 
business finance that one may, with propri-
ety, look askance at the appearance of a 
new one in this field. It is always fair, 
however, in examining a new book, to 
read the preface, and in so doing in the 
present case one finds the author's justifi-
cation in a statement that he not only hopes 
to present some new material, but to survey 
from a somewhat different angle a con-
siderable portion of the more commonly 
studied problems of finance. 
In both these particulars the author suc-
ceeds, noteworthy examples of which are 
the chapter on the investment banker and 
the general method of approach to, and 
treatment of, the whole subject matter. 
The specimens of credit instruments are 
unique and gratifying. The liberal use of 
statistical tables lends value, although 
some of the figures are too old for certain 
current uses. 
There are two full chapters on financial 
statements: one called "Financial State-
ments and Their Interpretation"; the other, 
"Comparative Statements of Condition 
and Financial Standards," but the further 
chapter on "Banking and Finance" con-
tains perhaps more food for thought on the 
part of the practising accountant than any 
other part of the book. 
This food consists of a quotation from an 
observation of a credit manager in a large 
Eastern bank, excerpts from which are as 
follows: 
"Many concerns, of course, need a financial 
audit, but in my opinion what they most need 
is an industrial audit. * * * An audit of any 
kind helps these people and helps their banks. 
But the audit which is of real value is not an 
audit to enable a company to borrow more 
money, but one which will enable a company 
to make more money—an audit which will 
promote better management, full knowledge 
of costs, proper routing, proper industrial 
processes, efficiency, and point out the 
economic factors affecting the expansion and 
contraction of the whole industry. The whole 
idea of the audit, as it is usually referred to, 
is wrong. If the manufacturing and selling 
are properly handled, the financing will be a 
simple matter." 
This observation serves to support much 
of the new thought over which the pro-
fessional accounting world is now more or 
less agog. Whether or not it is within the 
province of the public accountant to go 
as far as has been suggested by the bank 
credit man in question may be open to 
considerable discussion. Certain it is, 
however, that the public accountant must 
do more constructive work than he has in 
the past and utilize the auditing process 
as a means of supplying information and 
making suggestions which will be of value 
to both the borrower and the bank. 
Gordon, Saul. Annotated Forms of 
Agreement. (New York, Prentice-Hall, 
Incorporated, 1923. 904 p.) 
Everyone engaged in the practice of 
public accounting as a principal must have 
had occasion, at one time or another, in 
behalf of clients, to look up certain forms 
of agreement. Likewise, anyone who has 
had this to do doubtless has experienced 
difficulty in finding the precise form re-
quired. Accordingly, the book under re-
view is likely to serve a very useful purpose 
in the library of a public accountant. 
While the number of pages indicates a 
book of large size, such is not the case, as 
the printing is on thin paper and the book, 
in fact, no larger than the average. 
Among the subjects covered are buyer 
and seller, debtor and creditor, joint ad-
venturers, landlord and tenant, partners, 
principal and agent, etc. 
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